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Our job is to contribute to our customers’ success. Relationship
banking starts with knowing our customers—their dreams

and their vision—and working hand in hand to find the best
solutions to achieve their business and personal goals.

We are committed to providing superior value by meeting
our customers' highest expectations. We deliver the best in
community banking:

* fast decisions by empowered bankers
* competitive pricing

* personal attention and unparalleled service
from knowledgeable, expert bankers

1sT CENTENNIAL BANCORP
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Achieving excellence in banking takes teamwork, and we are proud to report our success story not only through
numbers, but also through the personal and business achievements of our customers. We are honored to have
contributed to our customers’ successes, as we report another record year of earnings. Our out-
standing employees have continued to work side by side with our customers, helping build
relationships and successes every step of the way. We intend this year’s annual report to display
the dynamic teamwork between the Bank and its customers.

The Company reported record net NET EARNINGS (in thousands)
income of $7.427 million for the year 2006 [;3575 i e p R
ended December 31, 2006, a 46% 005{ 5,083
increase over $5.083 million in 2005. 2004 :. : ) 3,020

Patrick J. Meyer Basic earnings per share were $2.33 in 005 2,088 |

Chairman of the Board 2006, compared to $1.62 for 2005. 2002 1,706 |

Return on average equity and return on
average assets as of December 31, 2006, were 19.54%, and 1.49% respectively, compared to
16.77% and 1.22% for the same period in 2005.

Total assets reached a record high of $551 million at December 31, 2006, an increase of 21%
from $456 million at December 31, 2005. At the same time, we continue to improve our efficiency
ratio, which was 56.66% at year-end 2006 compared to 65.74% at year-end 2005, an improve-
ment of 16%.

Thomas E. Vessey The year 2006 presented several challenges for the banking industry overall, as well as for your

President and c i ina d it R iorit faced int tition f th

Chief Executive Officer ompany. increasing deposits was a top priority as we faced intense competition from other
commercial banks, thrifts, credit unions, and brokerage firms. As interest rates rose, we had to
price our deposits competitively. In retrospect, and despite the tough market conditions, we
outperformed most community banks in deposit growth.

We also experienced intense competition for loans. In order for many banks to increase loans, they resorted to
cutting rates and fees; underwriting standards were relaxed in many instances. We were able to grow our loan
portfolio with quality new business while maintaining our high standards. This phenomenon put dramatic pressure
on net interest margins. Our net interest margin contracted substantially during the year; yet, despite these
pressures, we were able to record another record year in asset growth and earnings.

As we review our solid achievernents in 2006, we have an entire team to thank—our quality employees, our loyal
customers and you, our valued shareholders. We remain committed to enhancing your investment.

Sincerely,
Patrick J. Meyer Thomas E. Vessey
Chairman of the Board President and Chief Executive Officer

2 1571 CENTENNIAL BANCORP
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Income Statement Summary
Interest income
Interest expense
Net interest income before provision for loan losses
Provision for loan losses
Noninterest income
Noninterest expense
Income before income tax expenses
Income tax expense
Net income

Balance Sheet Summary
Total assets
Cash and due from banks
Federal funds sold
Securities
Net loans'
Total deposits
Borrowings from Federal Home Loan Bank
Subordinated debentures
Total liabilities
Total shareholders’ equity

Per Share Data
Earnings per share:*
Basic
Diluted
Weighted average common shares outstanding basic
Weighted average comman shares outstanding diluted
Boak value

Performance Ratios
Return on average equity’
Return on average assets’
Net interest margin®
Average shareholders’ equity to average total assets
Efficiency ratio®
Net loans to total deposits at period end

Asset Quality Ratios
Nonperforming loans to total loans’

Nonperforming assets to total loans and other real estate owned®

Net loan charge-offs to average loans
Allowance for loan losses to total loans®at end of period
Allowance for loan losses to nonperforming loans

Capital Ratios
Tier 1 capital to average assets
Tier 1 capital to total risk-weighted assets
Total capital to total risk-weighted assets

As of and for the Years Ended December 31,

2006 2005 2004 2003 2002
(Dallars in Thousands, except per share data)
$ 40,743 $ 33,196 $ 23,718 $ 16655 $ 14,486
12,424 7,056 3,335 2106 2,377
28,319 26,140 20,383 14,549 12,109
1,320 2,140 2,098 360 a77
3,024 4,456 2,608 3,031 2,424
17,760 20,113 16,080 13,991 11,548
12,263 8,343 4,813 3,229 2,508
4,836 3,260 1,793 1,141 802
$ 7427 $ 5083 $ 3,020 $ 2088 % 1,706
$ 551,127 $ 456,192 $ 356,678 $ 254,383 $ 207,858
18,385 16,862 5,695 9,948 12,010
2,900 21,505 - - 2,010
72,649 12,208 20,096 35,539 32,335
426,200 381,153 308,030 188,222 141,112
456,463 401,275 291,802 212,773 183,188
- - 21,000 7,600 -
18,306 18,306 13,151 6,006 6,006
508,230 422,771 328,677 229,983 190,665
42,197 33,421 28,001 24,400 17,193
$ 2.33 $ 1.62 % 098 $ 0.71 $ 0.67
212 1.51 0.91 0.66 0.61
3,186,668 3,128,809 3,068,549 2,922,736 2,532,547
3,511,324 3,369,527 3,322,197 3,147,415 2,790,279
$ 1314 $ 1061 5 8.99 $ 810 % 6.79
19.54% 16.77% 11.75% 9.83% 10.47%
1.49% 1.22% 0.94% 0.91% 0.83%
6.07% 6.69% 6.91% 7.07% 6.75%
7.63% 7.26% 8.03% 9.21% 7.99%
56.66% 65.74% 69.94% 79.58% 79.47%
23.37% 94.99% 105.56% 88.46% 77.03%
0.89% 0.26% 0.04% 0.33% 0.41%
0.89% 0.26% 0.04% 0.33% 0.41%
0.23% 0.25% 0.03% 0.01% 0.12%
1.33% 1.39% 1.33% 1.11% 1.24%
148.81% 540.85% 3,309.60% 339.45% 304.99%
2.46% 9.02% 9.25% 10.79% 8.28%
10.83% 9.92% 9.89% 12.48% 10.87%
12.92% 12.86% 12.26% 13.63% 13.27%

! Loans are grass, which excludes the allowance for loan losses, and net of deferred fees.

? Adjusted to give retroactive effect to dividends and distributions.

? Net income divided by average shareholders’ equity.

*Net income divided by average total assets.

¥ Net interest income as a percentage of average interest-earning assets.

15T CENTENNIAL BANCORP

® Ratic of noninterest expense to the sum of net interest income before pravision for
loan losses and total noninterest income excluding securities gains and losses.

" Nonperforming Ioans consist of nonaccrual loans, loans past due $0 days or more and
still accruing and restructured loans.

® Nonperforming assets consist of nonperforming loans and nenperforming other assets,

including other real estate owned,
*Total loans are gross loans less unearned income.
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We want to be recognized as an outstanding leader in the communities we serve,
to achieve a position as the community bank of choice in all our markets, and to be

considered as the best place to work. We will accomplish our vision through our strong
commitment to strategic growth and strict adherence te our corporate values.
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We are in the business to meet the unigue banking needs of smail- and medium-sized

businesses and professionals.

We wiil provide exceptional relationship banking by offering sotutions that allow

cur customers to thrive.

We will consistently provide superior value to our customers through the delivery
of high quality financial services and products that result in loyal and mutually

beneficial refationships.

We are dedicated to maintaining and increasing our financial strength, resulting in

consistent growth in shareholder value.

We will continue to attract and reward employees who have a passion for their work.

15T CENTENNIAL BANCORP
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Service starts right at our door

From the 1st Centennial Bank staff that greets and serves customers who walk through
our doors, to the relationship managers who service our customers out in the field, we
have one thought and one goal: “"How can we help?”

We're people doing business with people

Of course, we take care of all the details—from the smallest to the most important—

in any financial transaction. But we're people driven, not transaction driven. We always
remember that people do business with people, not with institutions. We realize that our
people are the ambassadors who express our values and promote customer loyalty.

We deliver a better customer service experience

At 1st Centennial Bank, we cultivate a company culture that translates to a better
customer service experience. We attract employees and relationship bankers who are
responsible, respectful, and focused on providing exceptional service. Then we ensure
that they’re well trained to perform beyond expectations. We strongly believe that by
providing an outstanding work environment, we create satisfaction that “pays forward”
in daily personal encounters and communication with our customers.

& 15T CENTENNIAL BANCORP
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We promote the entrepreneurial spirit

We consider it a privilege to foster the entrepreneurial spirit of our customers. Our
corporate values express many of the same concepts that promote business growth:
self-motivation, team spirit, loyalty, discipline, a passion for service,

clear and open communication, and a focus on success. That's why
we're the perfect partner to help companies navigate through a
myriad of possibilities for growth and expansion.

>y [ AIT A B
- ek G i , e ; N— Our focus is on developing strong customer relationships
' » . 1 B . . .
f“ ‘ N A Risos o Our customer relationships are based on trust and commitment.
' ' ; ‘ One thing we know is that our customers’ needs will change, but

our commitment to them stays the same. We encourage our

customers to view us as partners—and to exchange ideas through
frequent, honest communication that builds trust and long-term
relationships. We're business people, too, and as such we can

help solve problems, offer objective insight and support, as well

as provide resources and expertise that add value to our customers’
business.

Our customers tell us we make a difference

In the next few pages, we introduce a few of our valued customers
who have taken the time to give us their cbservations about our
service. Our customers tell us that they appreciate the personal
interest we take in their business, the encouragement and partner-
ship we provide, and our valuable business banking knowledge. We use comments like
these to inspire us do our job even better.

From a country club that was established more than a centuryago . .. toa \
winery that is starting to make its mark in the fertile Temecula Valley, we're truly \
appreciative of how each of these six 1st Centennial Bank customers—and
many more that we do business with—are helping to keep the American
entrepreneurial spirit alive . . . /
/
/

15T CENTENNIAL BANCORP




eft to right, Joe Flores, Regional VP & Branch Manager Escondido, Gene Gregory, Co-Owner, Plastics Research Corporation and Dan Reicner, Vi & Ruidlnisip) Mdlidged

JPRR U E— JR— — o —_ J— — j— JU— —_ —— e e ——e

-
» g
) A .« =
) . ¥

N

-

iﬁ:‘ih e

i 7 ‘-.‘ '\\\\
Y, N

PLASTICS RESEARCH CORPORATION, ONTARIO

Manufacturer of special purpose shipping/storage containers

- “1st Centennial Bank sincerely does care about “1st Centennial Bank has played a key role in the
our business and wants us to succeed. They work success and growth of our company. The busines
hard for us, appreciate what we do, and always banking knowledge of the professional staff is
follow up. 1st Centennial Bank is just a really good exemplary. The Bank has been a great partner,
business bank.” giving us encouragement and assistance in

L Michael Maedel, Co-Owner developing a strong business model.”

Gene Gregory, Co-Own

o

SIMMIONS CONSTRUCTION. YUCAIPA

Real estate developer

“| switched my business bank to 1st Centennial

Bank, which filled a void for our construction

financing—the management and Board

understand construction financing. It's really

important for us to be able to get money

rapidly and the Bank is very efficient, giving us

very competitive rates, and disbursing money

‘ quickly and efficiently. We can count on getting
: quick answers—if they say they are going to get

:@f““ us loans fast, that's exactly what they do.”

/

B E. Wayne Simmons, Owne

[
Left and right, Cliff Schoenover, Senior VP & Construction Loan Division Manager with E. Wayne Simmons, Qwner, Simmons

Construction

e Ranrmmon
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NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
To Be Held May 15, 2007

TO THE SHAREHOLDERS OF 15" CENTENNIAL BANCORP:

The Annuat Meeting of Shareholders of 1* Centennial Bancorp will be held at the Redlands Country Club,
1749 Garden Street, Redlands, California, on Tuesday, May 15, 2007, at 6:00 p.m.

At the annual meeting, you will be asked to consider and vote on the following matters:

L. Election of Directors. Electing the following ten persons to the Board of Directors to serve until
the next Annual Meeting of Shareholders and until their successors are elected and have qualified:

James R. Appleton William A. McCalmon

Bruce J. Bartells Patrick J. Meyer

Carole H. Beswick Thomas E. Vessey

Larry Jacinto Stanley C. Weisser |

Ronaid J. Jeffrey Douglas F. Welebir |
2. Transacting such other business as may properly come before the Meeting and any and all

adjournments thereof.
The Board of Directors recommends that you vote in favor of the election of the above nominees.

Only shareholders of record at the close of business on March 23, 2007 are entitled to notice of and to vote
at the Meeting. Whether or not you plan to attend the annual meeting, please sign, date and return the
enclosed proxy card in the postage paid envelope provided, so that as many shares as possible may be
represented at the annual meeting. The vote of every sharcholder is important and we will appreciate your
cooperation in returning your executed proxy promptly. Each proxy is revocable and will not affect your right to
vote in person if you attend the annual meeting. Please indicate on the proxy whether or not you expect to attend the
annual meeting.

We appreciate your continuing support and look forward to seeing you at the annual meeting.

DATED: April 16, 2007 By Order of the Board of Directors
/s/ Sally Flanders

Sally Flanders
Secretary




15" CENTENNIAL BANCORP
218 East State Street
Redlands, California 92373
(909) 798-3611

PROXY STATEMENT
ANNUAL MEETING OF SHAREHOLDERS
To Be Held May 15, 2007

INTRODUCTION

This Proxy Statement is furnished in connection with the solicitation of proxies for use at the Annual
Meeting of Shareholders (the “Meeting”) of 1* Centennial Bancorp (“1¥ Centennial”) to be held at the Redlands
Country Club, 1749 Garden ‘Street, Redlands, California, at 6:00 p.m.,; on Tuesday, May 15, 2007 and at any and all
adjournments thereof.

We expect to mail this Proxy Statement and accompanying Notice to shareholders on approximately
April 16, 2007.

The matters to be considered and voted upon at the Meeting will be:

1. Election of Directors. To elect ten persons to the Board of Directors to serve until the next
Annual Meeting of Shareholders and until their successors are elected and have qualified.

2. To transact such other business as may properly come before the Meeting and any and all
adjournments thereof. '

Revocability of Proxies

A Proxy for use at the Meeting is enclosed. Any sharcholder who executes and delivers such Proxy has the
right to revoke it at any time before it is exercised by filing with the Secretary of 1% Centennial' an instrument
revoking it or a duly executed proxy bearing a later date, or by attending the Meeting and voting in person. Subject
to such revocation, all shares represented by a properly executed Proxy received in time for the Meeting will be
voted by the proxy holders whose names are set forth in the accompanying Proxy in accordance with the instructions
on the Proxy. If no instruction is specified with respect to a matter to be acted upon, the shares represented by the
Proxy will be'voted in favor of the election of the nominees for directors set forth herein and, if any other business is
properly presented at the Meeting, in accordance with the recommendations of the Board of Directors.

Solicitation of Proxies

The solicitation of the Proxy accompanying this Proxy Statement is made by the Board of Directors of
1™ Centennial, and we will bear the costs of such solicitation, including preparation, printing and mailing costs. The
proxies will be solicited principally through the mails, but officers, directors and regular employees of 1" Centennial
may solicit proxies personally or by telephone. Arrangements will be made with brokerage firms and other
custodians, nominees and fiduciaries to forward these proxy solicitation materials to shareholders whose stock in 1
Centennial is held of record by such entities, and we will reimburse such brokerage firms, custodians, nominees and
fiduciaries for reasonable out-of-pocket expenses incurred by them in connection therewith. In addition, we may

! As used throughout this Proxy Statement, the terms “1% Centennial,” “we,” “us” and “our” refer to 1¥ Centennizl Bancorp and its subsidiaries
unless the context indicates another meaning.




pay for and utilize the services of individuals or companies we do not regularly employ in connection with this
solicitation of proxies, if management determines it advisable.

VOTING SECURITIES

There were 3,222,906 shares of our common stock issued and outstanding on March 23, 2007, which has
been set as the record date for the purpose of determining the shareholders entitled to notice of and to vote at the
Meeting. The presence, in person or by proxy, of at least a majority of the total number of outstanding shares of our
common stock is necessary 1o constitute a quorum at the Meeting for the transaction of business. Abstentions and
broker non-votes are each included in the determination of the number of shares present for determining a quorum
but are not counted on any matters brought before the Meeting,

Each holder of common stock will be entitled to one vote, in person or by proxy, for each share of common
stock standing in his or her name on the books of 1% Centennial as of the record date for the Meeting on any matter
submitted to the vote of the shareholders, except that in connection with the election of directors, the shares are
entitled to be voted cumulatively if a candidate’s or candidates’ name(s) have been properly placed in nomination
prior to the voting and a shareholder present at the Meeting has given notice of his or her intention to vote his or her
shares cumulatively. If a sharcholder has given such notice, all shareholders may cumulate their votes for
candidates in nomination. Cumulative voting entitles a shareholder to give one nominee as many votes as is equal to
the number of directors to be elected multiplied by the number of shares owned by such shareholder, or to distribute
his or her votes on the same principle between two or more nominees as he or she deems appropriate. The ten
candidates receiving the highest number of votes will be elected. 1f cumulative voting is declared at the Meeting,
votes represented by Proxies delivered pursuant to this Proxy Statement may be cumulated in the discretion of the
proxy holder, in accordance with the recommendations of the Board of Directors. An abstention or broker non-vote
will have the same effect as a vote against a director nominee and against any other matters submitted for
shareholder approval.

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

Management knows of no person who owned beneficially mare than 5% of the outstanding common stock
of 1% Centennial as of March 23, 2007. Information concerning the stock ownership of the Company’s executive
officers, directors and nominees for director is set forth below under “ELECTION OF DIRECTORS.”

ELECTION OF DIRECTORS

Our Bylaws currently provide that the number of directors shall be not fewer than eight nor more than
thirteen until changed by a bylaw amendment duly adopted by the vote or written consent of our shareholders. The
Bylaws further provide that the exact number of directors shall be fixed from time to time, within the foregoing
range, by a bylaw or amendment thereof or by a resolution duly adopted by the vote or written consent of our
shareholders or by our Board of Directors. The exact number of directors is presently fixed at ten.

The first ten persons named below, all of whom are present members of the Board of Directors, will be
nominated for election to serve as directors until the next Annual Meeting of Shareholders and until their successors
are elected and have qualified. Votes will be cast pursuant to the enclosed Proxy in such a way as to effect the
election of said ten nominees, or as many thereof as possible under applicable voting rules. In the event that any of
the nominees should be unable to serve as a director, it is intended that the Proxy will be voted for the election of
such substitute nominee, if any, as shall be designated by the Board of Directors. Management has no reason to
believe that any nominee will become unavailable.

The following table sets forth certain information as of March 23, 2007 with respect to (i) each of the
persons to be nominated by the Board of Directors for election as directors, (ii) each of our directors and executive
officers, and (iii) our directors and executive officers as a group:




Common Stock
Beneficially Owned on

Year First March 23, 2007
Elected or Vested  Percentage
Name, Address and Offices Principal Occupation Appointed  Number Option of Shares
Held with 1" Centennial® for the Past Five Years Age  Director  of Shares’ Shares’ Outstanding’
James R. Appleton Chancellor 70 2001 50,2557 5,305 1.72%
Director (formerly President), (2001)®
University of Redlands
Bruce J. Bartells Executive Vice President, 62 1999 49,9647 17,968 2.10%
Vice Chairman of the Board Dekker, Ltd.® (1992)°
Carole H. Beswick Entrepreneur (formerly 65 2000 58,316"° 16,468 2.31%
Director Partner, Paper Partners, [nc.) (1990 .
Larry Jacinto President, L.J. Construction, 57 2000 131,655™1° 3,648 4.19%
Director Inc., L.J. Farming, Inc., (1998)6
Pangahamo Materials, Inc.,
and Mentone Enterprises, Inc.
Ronald J. Jeffrey Vice President 63 2000 65,0607 14,862 2.47%
Director Tri-City Acoustics, Inc. (1990)°
William A. McCalmon President and Owner, RPM 61 2000 46,835™" 14,862 1.91%
Director Financial and Insurance (1990)°

Services, Inc. (Registered
Principal of Associated
Securities Corporation)

% All offices held apply to both 1* Centennial Bancorp and 1* Centennial Bank unless otherwise indicated. The business address of each of the
executive officers and directors is 218 East State Street, Redlands, California 92373,

7 Except as otherwise noted, may include shares held by such person’s spouse (except where legally separated) and minor children, and by any
other relative of such person who has the same home; shares held in "street name" for the benefit of such person; shares held by a family trust as
to which such person is a trustee and primary beneficiary with sole voting and investment power {or shared power with a spouse}; or shares held
in an Individual Retirement Account or pension plan as to which such person is the sole beneficiary and has pass-through voting rights and
investment power.

* Represents option shares which are vested or will vest within 60 days of March 23, 2007 pursuant to our 2001 Stock Incentive Plan, (See
“EXECUTIVE OFFICER AND DIRECTOR COMPENSATION — Grants of Plan-Based Awards™ and “Compensation of Directors.™)

* This percentage is based on the total number of shares of 1* Centennial's common stock outstanding, plus the numbers of option shares for the
applicable individual or group which are vested or will vest within 60 days of March 23, 2007 pursuant 1o our 2001 Stock Incentive Plan. {See
“EXECUTIVE OFFICER AND DIRECTOR COMPENSATION — Grants of Plan-Based Awards™ and “Compensation of Directors.™)

® Year first elected or appointed a director of 1* Centennial Bank.
" Includes 1,444 shares of restricted stock (see “EXECUTIVE OFFICER AND DIRECTOR COMPENSATION — Compensation of Directors”).

¥ Mr. Bartells has been Executive Vice President of Dekker, Ltd., a software development company in Ontario, California since April 2005.
Previously, he served as Chief Executive Officer and Chief Financial Officer of Wilden Pump & Engineering in Grand Terrace, Califomia since
1995.

% Includes 2,275 shares held by Mrs. Beswick as trustee for her adult son and 3,691 shares held in joint tenancy with her brother, as to which
shares Mrs. Beswick has shared voting and investment power.

¥ Includes 229 shares held jointly by Mr, Jacinto as custodian for his grandson, as to which shares Mr. Jacinto has shared voting and investment
power.

" [ncludes 3,000 shares held by Mr. McCalmon as a trustee for the trust of a deceased relative, and 300 shares held jointly with his mother; as to
all of which shares he has shared voting and investment power.

{Table and footnotes continued on following puge.}




Common Stock

Beneficially Owned on

Year First March 23, 2007
Elected or Vested  Percentage
Name, Address and Offices Principal Occupation Appointed  Number Option of Shares
Held with 1* Centennial® for the Past Five Years Age  Director  of Shares’  Shares® Outstandingi

Patrick J. Meyer Owner, Urban Environs 55 1999 75,3317 14,862 2.79%
Chairman of the Board (Land Planning Consultation) (1990)
Thomas E. Vessey President and 67 2005 5,236" 39,866 1.38%
President, Chief Executive Chief Executive Officer, (2005)°
Officer and Director I* Centennial Bancorp

and |* Centennial Bank '
Stantey C. Weisser Retired (formerly 65 2001 36,4107 9,055 1.41%
Director Chief Executive Officer (2001)°

and Pharmacist,

Network Pharmaceuticals)
Douglas F. Welebir Attorney-at-Law, 64 2000 67,277"" 17,968 2.63%
Director Welebir & McCune (1990)°
Beth Sanders Executive Vice President 55 n/a 35331% 52,369 2.68%
Executive Vice President and Chief Financial Officer,
and Chief Financial Officer 1* Centenniai Bancorp

and 1* Centennial Bank'?
Suzanne Dondanville Executive Vice President 44 n/a 4,440" 33,279 1.16%
Executive Vice President and Chief Operating Officer,
and Chief Operating Officer, 1* Centennial Bank'?
1* Centennial Bank
John P. Lang Executive Vice President 59 n/a - 4,500 0.14%
Executive Vice President and Chief Credit Officer,
and Chief Credit Officer, 1¥ Centennial Bank'?
1* Centennial Bank _
Directors and 626,110 245,012 25.12%

Executive Officers as a Group
(13 persons)

(Certain footnotes appear on previous page.)

" For additional information conceming this individual’s principal occupation or employment, see the narrative discussion which follows this

table.

5 Includes 1,022 and 930 shares allocated to the accounts of Mr. Vessey and Mrs. Dondanville, respectively, pursuant to 1% Centennial’s
Employee Stock Ownership Plan with 401(k) Provisions (“KSOP"), as to which shares these individuals have pass-through voting rights and

investment power.

 Includes 44,931 shares held by the Welebir & McCune Retirement Trust, of which Mr. Welebir ts a co-trustee, as to which shares Mr. Welebir
has shared voting and investment power, and 6,670 pledged shares,

" Includes 616 shares allocated to Mrs. Sanders™ account pursuant to 1% Centennial’s Employee Stock Ownership Pian, as to which shares
Mrs. Sanders has pass-through voting rights and investment power; and 723 shares allocated to Mrs. Sanders’ account pursuant to 1* Centennial’s
401(k) Plan, as to which shares Mrs, Sanders also has pass-through voting rights and investment power.




The following provides additional information on the principal occupation or employment for each of the
executive officers of 1¥ Centennial Bank and 1* Centennial Bancorp for the past five years:

Thomas E. Vessey has served as President and Chief Executive Officer of both 1" Centennial Bank and
1™ Centennial Bancorp since October 2004. Previously he served as Executive Vice President and Chief Credit
Officer of 1* Centennial Bank since March 2002. Mr. Vessey has also served as a director of both 1* Centennial
Bank and 1* Centennia! Bancorp since May 2005.

Beth Sanders has served as Executive Vice President and Chief Financial Officer of 1™ Centennial
Bancorp since it was formed in 1999. She has also been Chief Financial Officer of 1* Centennial Bank since its
inception in 1990, and was promoted to Executive Vice President in 1997.

Suzanne Dondanville has been Executive Vice President and Chief Operating Officer of 1% Centennial
Bank since January 2003. Previously, she served as Senior Vice President/Marketing and Strategic Development of
1* Centennial Bank since January 2001.

John P. Lang has served as Executive Vice President and Chief Credit Officer of 1¥ Centennial Bank since
April 2005.- Previously, he served as Director of Finance and Investments for Citizens Business Bank in Ontario,
California from 2001 through 20035,

CORPORATE GOVERNANCE

1
General

The Board of Directors believes that it is important to encourage the highest level of corporate ethics and
responsibility. We are proud that we adopted the corporate governance requirements of Nasdaq when they were
first implemented, even though our stock is not listed on Nasdaq and we are therefore not legally required to do so.
We have also fully implemented all of the corporate governance requirements of the SEC.

Code of Ethics

We have adopted a Code of Ethics which applies to all of our directors, officers and employees, including
our principal executive officer, principal financial officer, principal accounting officer and persons performing
similar functions. The Code of Ethics requires that our directors, officers and employees avoid conflicts of interest,
comply with all laws and other legal requirements, conduct business in an honest and ethical manner and otherwise
act with integrity and in 1* Centennial’s best interests. Under the terms of the Code of Ethics, directors, officers and
employees are required to report any conduct that they believe in good faith to be an actual or apparent violation of
the Code of Ethics. The Code of Ethics may be found on our web site at “www.1stcent.com” under the topic
“Investor Information — Corporate Governance.” We intend to post notice of any waiver from, or amendment to,
any provision of our Code of Ethics on this web site.

Procedures for Reporting Concerns about Accounting, Internal Accounting Controls or Auditing Matters

As a mechanism to encourage compliance with the Code of Ethics, we have established procedures for (i)
receiving, retaining and addressing complaints received regarding accounting, internal accounting controls or
auditing matters; (ii) allowing employees to anonymously report any problems they may detect with respect to such
matters; and (iii) reporting any suspected violations of the Code or of law. The Code of Ethics also prohibits
1* Centennial from retaliating against any director, officer or employee who makes a good faith report of a
suspected violation of the Code or of law (even if the report is mistaken), or against anyone who assists in the
investigation of a reported violation.




Director Independence

The overwhelming majority of the members of our Board of Directors have historically been independent,
and our Audit, Personnel and Compensation, and Corporate Governance and Nomination Committees are comprised
solely of independent directors in accordance with SEC and Nasdaq requirements. The Board has determined that all
of its directors, other than the President and Chief Executive Officer, are “independent” as that term is defined by
the Nasdaq rules.

Director Education

The Board of Directors believes it is extremely important to remain informed about the latest developments
in corporate governance and other issues relevant to serving as a director of a public reporting financial institution.
Collectively, the non-employee directors have attended a total of 26 seminars (including four different events)
during the past twelve months to further their education and expertise in this regard.

Director Attendance

Board and Committee Meeting Attendance. During the fiscal year ended December 31, 2006, our Board
of Directors held a total of twelve meetings. Each of our directors attended at least 75% of the aggregate of (1) the
total number of such meetings, and (2) the total number of meetings held by all committees of the Board on which
such director served during 2006, except director Appleton, who attended 67% of such meetings.

Director Attendance at Annual Meetings of Shareholders. The Board believes it is important for all
directors to attend the annual meeting of shareholders in order to show their support for 1™ Centennial and to provide
an opportunity for shareholders to communicate any concerns to them. Qur policy is that all directors are expected
to attend each annual meeting of shareholders unless personal or family illness or other compelling personal or
business circumstances prevent attendance. All but two of our directors attended our annual meeting of shareholders
in 2006.

Shareholder Communications with Beard of Directors

Sharcholders may communicate with the Board of Directors or with any individual director by mailing a
communication to our principal executive offices addressed to the Board of Directors or to the individual director.
All of such communications, except those clearly of a marketing nature, will be forwarded unopened directly to the
appropriate director or presented to the full Board of Directors at the next regularly scheduled Board of Directors’
meeting.

Director Nomination Procedures, Qnalifications and Related Matters

Procedure for Consideration of Director Nominees. Prior to making any recommendations concerning
the nomination of directors for each year’s annual meeting, the Company’s Corporate Governance and Nomination
Committee shall:

. Evaluate the performance, attendance records of, and any loans or other transactions between
1* Centennial Bancorp or 1™ Centennial Bank and each of the current Board members proposed
for reelection, and on that basis consider the appropriateness of such members standing for
reelection.

) Review the composition and size of the Board in order to ensure that the Board is comprised of
members reflecting the proper expertise, skills, attributes and personal and professional
backgrounds for service as directors of 1™ Centennial,

. Consider the need to augment the Board for any specific purpose.
. Review and consider any additional requests from outside parties to serve as directors.
. If a new nominee is needed, determine the specific skills and experience desired in a new director.




. In such case, identify potential nominees who have such skills and experience, determine whether
the potential nominees are shareholders of 1¥ Centennial, investigate the potential nominee's
background, develop personal knowledge about the candidate, develop a consensus of the
directors with respect to which potential nominee would be best suited for the position, determine
whether the candidate is interested, and vote on the recommended nomination.

In identifying and evaluating potential nominees, the Corporate Governance Committee shall consider
recommendations from directors, officers and employees of 1 Centennia! Bancorp and 1¥ Centennial Bank, as well
as persons recommended by our shareholders, and shall evaluate persons recommended by directors, officers or
employees in the same manner as those recommended by shareholders in selecting Board nominees.

Director Qualifications. In considering possible candidates for election as a director, the Corporate
Governance Committee shall be guided by the principle that each director should:

. Be an individual of the highest ethical character and integrity.

. Have substantia! experience which is of particular relevance to 1* Centennial.

. Have the ability and willingness to devote sufficient time to 1* Centennial’s affairs.

. Have a meaningful financial stake in 1* Centennial so as to assure that every director’s interests
are aligned with those of the shareholders.

. Be knowledgeable about the business activities and market areas in which 1% Centennial and its
subsidiaries engage.

. Have an excellent personal and professional reputation in and commitment to one or more
communities in which we do business.

. Have an inquiring mind, a willingness to ask hard questions, and the ability to work constructively
with others.

. Have no conflict of interest that would interfere with his or her performance as a director.

. Have the capacity and desire to represent the best interests of the sharcholders as a whole and not

primarily a specific interest group or constituency.

In considering the desirability of any particular candidate as a potential director, the Corporate Governance
Committee shall also consider the fit of the individual's skills and personality with those of other directors and
potential directors in building a board that is effective, collegial and responsive to the needs of 1¥ Centennial. While
the Corporate Governance Committee believes that every director should possess as many as possible of the above
attributes, it has not established any specific group of such attributes as “minimum qualifications” for serving as a
director.

Consideration of Shareholder Recommendations. In considering any additional requests from outside
parties to serve as directors, including parties recommended by shareholders, the Corporate Governance Committee
shall fotlow the same principles outlined above, and shall request of any potential nominee such information as the
Corporate Governance Committee deems necessary to evaluate that individual’s qualifications to serve as a director
of 1% Centennial, including a completed Directors’ and Officers’ Questionnaire of the same type completed by each
of our existing directors and executive officers each year in connection with the preparation of our proxy materials,
in order to enable the Corporate Governance Commiittee to properly evaluate such person’s qualifications and to be
aware of any information concerning such person which might require disclosure to shareholders pursuant to the
SEC rules concerning proxy statements.

A shareholder wishing to submit recommendations for director candidates for election at an annual meeting
of shareholders must do so in writing by December 15 of the previous calendar year, and must include the following
in the written recommendation:




A statement that the writer is a shareholder and is proposing a candidate for consideration.

» The name and contact information for the candidate.

. A staternent of the candidate’s business and educational experience.

. Information regarding the candidate’s qualifications to be director.

) The number of shares of 1% Centennial’s stock owned either beneficially or of record by the
candidate and the length of time such shares have been so owned.

. The written consent of the candidate to serve as a director if nominated and elected.

. Information regarding any relationship or understanding between the proposing sharcholder and

the candidate.

. A statement that the proposed candidate has agreed to furnish 1* Centenniai all information
(including the completion of a Directors’ and Officers’ Questionnaire as described above) as we
deem necessary to evaluate such candidate’s qualifications to serve as a director,

) As to the shareholder giving the notice:
. the name and address of the shareholder; and
. the number of shares of 1 Centennial’s stock which are owned beneficially or

of record by the sharehoider.

Nominations by Shareholders. The procedures for nominating directors (as opposed to making
recommendations pursuant to the above procedure), other than by the Board of Directors itself, are set forth in our
Bylaws, which provide in pertinent part as foilows:

“Nominations for election of members of the Board of Directors may be made by the
Board of Directors or by any shareholder entitled to vote for the election of directors. Notice of
intention to make any nominations by a shareholder shall be made in writing and shall be
delivered or mailed to and received by the Secretary of the Corporation not less than one hundred
twenty (120) calendar days in advance of the date corresponding to that on which the
Corporation’s proxy statement was released to the shareholders in connection with the previous
year’s annual meeting of shareholders; provided, however, that in the event that no annual meeting
was held in the previous year or the date of the annual meeting has been changed by more than
thirty (30) days from the date contemplated at the time of the previous year’s proxy statement,
notice by the shareholder must be received by the Secretary of the Corporation not later than the
close of business on the later of (i) one hundred and twenty {120) days prior to such annual
meeting; or (ii) ten (10) days after the date the notice of such meeting is sent to shareholders
pursuant to Section 2.2(d) of these Bylaws.... Such notification shall contain the following
information to the extent known to the notifying sharcholder: (a) the name and address of each
proposed nominee; (b) the principal occupation of each proposed nominee; (c) the number of
shares of voting stock of the Corporation owned by each proposed nominee; (d) the name and
residence address of the notifying shareholder and the beneficial owner, if any, on whose behalf
the nomination is made; and (e) the number of shares of voting stock of the Corporation owned
beneficially and of record by the notifying shareholder and such beneficial owner.”

As the above provision of the Bylaws was amended subsequent to the date of the Notice of Annual Meeting
and Proxy Statement for our 2006 Annual Meeting, the time period for submitting notices of intention to make
nominations for the 2007 Annual Meeting will be governed by the previous Bylaw provision, which required that
such notices of intention be received no more than 60 days prior to any meeting of sharcholders called for the
election of directors, and no more than 10 days after the date the notice of such meeting is sent to shareholders.
Accordingly, for the 2007 Annual Meeting, such notifications must be received no later than April 26, 2007. For
our 2008 Annual Meeting of Sharcholders, written notice of intention to make any nominations must be received no
later than December 18, 2007.




COMMITTEES OF THE BOARD
Audit Committee

General. Our Board of Directors has, among others, a standing Audit Committee, composed of directors
Bartells (Chairman), Appleton, Jeffrey, McCalmon, Meyer and Welebir, each of whom is an independent director as
defined by the rules of Nasdaq. No member of the Audit Committee, other than in his capacity as a member of the
Board of Directors or the Audit Committee, may accept any consulting, advisory or other compensatory fee from
1" Centennial. Each Audit Committee member also meets Nasdaq's financial knowledge requirements and has
substantial experience as the chief executive officer or equivalent of his or her respective business or profession.
The Board of Directors has determined that Bruce J. Bartells, Chairman of the Audit Committee, is an “audit
committee financial expert” as defined under the SEC’s rules. :

The purpose of the Audit Committée is to meet with our outside auditors in order to fulfill the legal and
technical requirements necessary to adequately protect our directors, shareholders, employees and depositors. It is
also the responsibility of the Audit Committee to select our independent registered public accounting firm and to
make certain that this firm has the necessary freedom and independence to freely examine all of our records. The
Audit Committee reviews the scope of external and internal audits, and meets monthly, or as needed, to review and
assess the results of examinations of all applicable regulatory agencies and of our independent accountants. The
Committee then reports any significant findings to the Board. Prior to the public release of annual and quarterly
financial information, the Committee discusses with management and the iridependent accountants the results of the
independent accountants’ audit or limited review procedures associated with this information. Further, the Audit
Committee pre-approves all audit and permissible non-audit services to be performed by the independent
accountants, with certain de minimis exceptions. The Audit Committee also reviews our financial disclosure
documents, management perquisites, material litigation and regulatory proceedings and other issues relative to
potentially significant corporate liability. Finally, the Audit Committee has ultimate responsibility for determining
matters of interpretation with respect to the audit and accounting related portions of our Code of Ethics, and for
making all final decisions concerning any disciplinary actions relating to those portions of the Code. During the
fiscal year ended December 31, 2006, the Audit Committee held a total of twelve meetings.

Audit Committee Charter. The Board of Directors has adopted an Audit Committee charter, which
outlines the purpose of the Audit Committee, delineates the membership. requirements and addresses the key
responsibilities of the Committee. The charter may be found on our website, www.Istcent.com, under the topic
“Investor Information - Corporate Governance.”

Audit Committee Report. Our Audit Committee has reviewed and discussed with management our
audited consolidated financial statements as of and for the fiscal year ended December 31, 2006. The committee has
discussed with our independent auditors, which are responsible for expressing an opinion on the conformity of our
audited consolidated financial statements with generally accepted accounting principles, the matters required to be
discussed by Statement on Auditing Standards No. 61, as amended, including their judgments as to the quality of our
financial reporting. The committee has received from the independent auditors written disclosures and a letter as
required by the Independence Standards Board, Standard No. 1, as amended, and discussed with the independent
auditors the firm's independence from management and from 1* Centennial. In considering the independence of our
independent auditors, the committee took into consideration the amount and nature of the fees paid the firm for
non-audit services, as described on page 21 below. The Audit Committee also reviewed management’s report on its
assessment .of the effectiveness of 1% Centénnial’s internal control over financial reporting and the independent
registered public accounting firm’s report on management’s assessment and the effectiveness of 1% Centennial’s
internal control over financial reporting,




In reliance on the review and discussions described above, the committee recommends to the Board of
Directors that the year-end audited consolidated financial statements be included in our Annual Report on Form
10-K for the year ended December 31, 2006 for filing with the SEC.

Submitted by:
Bruce }. Bartells, Chairman
James R. Appleton William A. McCalmon
Ronald J. Jeffrey Patrick J. Meyer

Douglas F. Welebir

Personnel and Compensation Committee

General. Our Board of Directors has a Personnel and Compensation Committee (the “Compensation
Committee™), of which directors Appleton (Chairman), Beswick, Meyer, Weisser and Welebir are members, The
Compensation Committee met three times during 2006. All of the members of the Compensation Committee are
“independent™ under the Nasdaq rules. The primary functions of this committee are to (i) oversee and make
recommendations to the Board of Directors concerning the compensation of the Company’s Chief Executive Officer
and senior management; (ii) consider and make recommendations to the Board of Directors concerning
1* Centennial’s incentive compensation plans and equity-based plans in which directors and executive officers may
be participants; (iii) administer and implement such plans, inctuding, but not limited to approving option grants and
restricted stock or other awards to our Named Executive Officers (as defined on page 14 below); (iv) evaluate the
performance of our Chief Executive Officer in light of our goals and objectives, and set the Chief Executive
Officer’s compensation levels based on this evaluation; (v) annually review and make recommendations to the
Board concerning the compensation arrangements for all executive officers; (vi) assess the desirability of, and make
recommendations to the Board with respect to, any proposed new incentive compensation plans for executive
officers, equity-based plans for all employees and increases in shares reserved under existing equity plans; (vii)
review and make recommendations to the Board concerning any employment agreements, salary continuation
agreements or other contractual arrangements with any officers; (viii) produce an annual report on executive
compensation, and review and approve the Compensation Discussion and Analysis appearing in the Proxy
Statement, (ix) have the ultimate responsibility for determining matters of interpretation with respect to the
non-audit or accounting related portions of our Code of Ethics, and for making all final decisions concerning any
disciplinary actions relating to those portions of the Code; and (x) review and make recommendations to the Board
concerning personnel policies and any similar documents relating to personnel matters which require Board
approval.

Compensation Committee Charter. The Board of Directors has adopted a Personnel and Compensation
Committee charter, which outlines the purpose of the Compensation Committee, delineates the membership
requirements and addresses the key responsibilities of the Committee. The charter may be found on our website,
www. Istcent.com, under the topic “Investor Information - Corporate Governance.”

Compensation Committee Interlocks and Insider Participation in Compensation Decisions. The
persons named above were the only persons who served on the Compensation Committee during the fiscal year
ended December 31, 2006. None of these individuals has ever been an officer or employee of 1% Centennial or any
of its subsidiaries. None of our executive officers serves as a member of the Board of Directors or compensation
committee of any entity that has one or more executive officers serving as a member of our Board of Directors or
our Compensation Committee.

Compensation Committee Report. In performing its oversight role, the Compensation Committee has
reviewed and discussed the Compensation Discussion and Analysis included in this Proxy Statement with
management. Based on such review and discussion, the Compensation Committee recommended to the Board of
Directors that the Compensation Discussion and Analysis be included in this Proxy Statement to be filed on
Schedule 14Awith the SEC.
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Submitted by the Compensation Committee of 1¥ Centennial’s Board of Directors.

Dr. James R. Appleton, Chairman
Carole H. Beswick Stanley C. Weisser
Patrick J. Meyer Douglas F. Welebir

Corporate Governance and Nomination Committee

General. 1* Centennial has a standing Corporate Governance and Nomination Committee (the “Corporate
Governance Committee™) of which directors Weisser (Chairman), Appleton, Beswick, Jacinto, Jeffrey, McCalmon
and Meyer are members. The Corporate Governance Committee met twice during 2006. All of the members of the
Corporate Governance Committee are “independent” directors under the Nasdaq rules. We do not pay fees to any
third party to identify or evaluate or assist in identifying or evaluating potential nominees. The Board and the
Corporate Governance Committee have also adopted specific policies and procedures concerning the director
nomination process, in accordance with which the Corporate Governance Committee considers various matters and
criteria and on that basis recommends the proposed siate of nominees to the full Board. The specific procedures and
criteria which the Corporate Governance Committee follows and considers in making its decisions conceming
recommended nominations for directors are described above under “CORPORATE GOVERNANCE — Director
Nomination Procedures, Qualifications and Related Matters.”

Nominating Committee Charter. The Board of Directors has adopted a Corporate Governance and
Nomination Committee charter, which outlines the purpose of the Corporate Governance Committee, delineates the
membership requirements and addresses the key responsibilities of the Committee. The charter may be found on
our website, www. 1stcent.com, under the topic “Investor Information — Corporate Governance.”

SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Based solely upon a review of Forms 3, 4 and 5 and amendments thereto furnished to 1 Centennial during
and with respect to its 2006 fiscal year, no director, executive officer or beneficial owner of 10% or more of our
common stock failed to file, on a timely basis, reports required during or with respect to 2006 by Section 16(a) of
the Securities Exchange Act of 1934, as amended, except for Mr. Jacinto, who inadvertently failed to timely file one
report on Form 4 with respect to the exercise of a stock option; Mr. McCalmon, who inadvertently failed to timely
file one report on Form 4 with respect to a transfer of a smail number of shares from one trust account to another,
resulting in a small change in his pecuniary interest in the shares; and Mrs. Sanders, who inadvertently filed one
report on Form 4 conceming the exercise of a stock option one day late.

EXECUTIVE OFFICER AND DIRECTOR COMPENSATION
Compensation Discussion and Analysis

Compensation Philosophy. The Compensation Committee’s primary objective is to attract and retain
highly qualified executives who are motivated to achieve our objectives, which include maximizing both long-and
short-term shareholder value. Key elements of this philosophy include:

. Establishing compensation plans that deliver pay commensurate with 1% Centennial’s
performance, as measured by operating, financial and strategic objectives;

. Providing equity-based incentives for executives to ensure that they are motivated over the long
term as owners, rather than just as employees;

. Providing short-term and long-term compensation that rewards executives meeting certain
financial and performance goals; and

. Providing cash compensation for Named Executive Officers targeted at approximately the 75"
percentile of comparable California commercial banks and bank holding companies. For
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executive management to receive this level of cash compensation, i* Centennial must achieve

financial performance at a similarly high level. Base salaries are set at approximately the 50™
percentile of the market.

Components of executive compensation include base salaries, annual incentive bonuses, stock options and
salary continuation agreements (executive retirement plans). During 2006, the Compensation Commitiee reviewed
and approved the total compensation package of each Named Executive Officer.

Targeted Overall Compensation. In 2006, the Committee engaged JLR Associates, Management
Consultants (*JLR”), an Irvine, California-based consulting firm specializing in compensation program design and
evaluation for the financial services industry, to assist in establishing targeted aggregate levels of executive
compensation. JLR performed a study of compensation for executive-level management at publicly traded
California banks and bank holding companies whose size reflected the actual and projected asset growth of
1¥ Centennial for 2006 and 2007. This study assisted the Commiftee in evaluating and determining appropriate
market-level compensation. JL.R also assisted us in developing a more coherent set of policies for executive
compensation. Using this analysis, the Committee determined the base salaries, stock options, executive retircment
plans, and cash incentive program that were appropriate for the Named Executive Officers and in alignment with our
compensation philosophy.

The study peer group,'® consisted of 21 banks or bank holding companies and included several of our direct
competitors. This study covered in detail those individuals for whom compensation information is publicly
disclosed. As a result, this study included only up to the five most highly compensated officers at each company.
Generally, this correlates to the President and CEQ and the individuals who are executive vice presidents or the
equivalent. JLR also provided the Committee with industry-specific, but not company-specific, data to assist in
establishing total compensation for the Named Executive Officers within the Company,

The results of the JLR study provided the Committee with the starting point for the analysis of
compensation of executive management within the Company. The Committee looked extensively at a number of
factors, particularly the estimated total compensation for company executives in the peer group,

Based on information in the study, advice from JLR, independent analysis performed by the Committee,
and the desire of the Committee to compensate its Named Executive Officers at the targeted 75% percentile, the
Committee established revised compensation levels for executive management, This resulted in a number of
changes to executive management’s base salaries and incentive potential. These changes were primarily to increase
the base pay of the Named Executive Officers and to establish a measured plan for the incentive bonus potential for
these same positions.

Base Salaries. The Committee determined executive base salaries by evaluating both the most recent
comparative peer data and the individuals® roles and responsibilities. The purpose of base salaries is to atiract and
retain key executives who are critical to our long-term success. Individual salaries are reviewed annually and salary
increases are based on 1* Centennial’s overall performance, on individual performance, and in conjunction with the
peer data described above. In setting the salary for the President and CEQO, the Committee considered (i) his
leadership in setting high standards for financial performance and motivating his management colleagues, {i1) his
involvement in community affairs, and (iii) the Board’s and the Committee’s satisfaction with 1% Centennial’s
management and financial performance. The base salaries of other Named Executive Officers were determined
based upon the study provided by JLR and the analysis performed by the Committee relative to targeted overall
compensation, as well as each executive’s experience and contribution to the Company’s mission, culture, and goals.

* The JLR study included the following 21 banks or bank holding companies located in California: Community Bancorp, Escondido; Temecula
Valley Bancorp, Temecula; Bank of Marin, San Rafacl; First Pac Trust Bancorp, Chula Vista; Pacific Premier Bancorp, Costa Mesa; First
Northem Community Bancotp, Dixon; Southwest Community Bancorp, Carlsbad; Alliance Bancshares, Culver City; United Security Bancshares,
Fresno; American River Bancshares, Sacramento; North Bay Bancorp, Napa; FNB 'Bancmp, South San Francisco; BWC Financial Group,
Walnut Creek; Desert Community Bank, Victorville; Bank of Commerce Holdings, Redding; Community Valley Bancorp, Clovis; Plumas
Bancorp, Quincy; FCB Bancorp, Camarillo; and Epic Bancorp, San Rafael.




Annual Incentive Bonuses. The Committee’s practice is to award incentive cash bonuses to the Named
Executive Officers based upon performance objectives established in the beginning of the year. These corporate
objectives include net income and relative return on equity, as compared to a group of similar-sized southern
California banks. Additionally, each executive, in cooperation with the President and CEO, sets approximately five
personal and/or corporate performance goals for the year. For each goal, a minimum, target, and maximum level of
performance is established. The executive and the President and CEO agree on a weighting factor for each goal.
The degree to which an individual executive achieves his or her personal goals significantly affects the incentive
amount received. The Committee has the discretion to adjust the incentive bonus given unforeseen circumstances.
The bonus is computed and paid in January, following the audit of the Company’s financial statements by the
Company’s independent registered public accounting firm, Hutchinson and Bloodgood LLP. The eamings target
and corporate performance goals for 2007 are based on confidential information and are competitively sensitive to
1* Centennial, as they are derived from our internal projections and business plan.

Of particular note was the decision in late 2005 to move away from the use of discretionary bonuses that
were not carefully articulated to objective measures, and instead implement the formal incentive plan outlined above
for 2006 to provide annual cash rewards to the four Named Executive Officers based on specific Company, peer,
and individual performance criteria. With minor modifications, this plan is again in place for 2007. However,
inasmuch as the methodology had not been finalized during 2006, all bonus amounts paid in 2006 were ultimately
determined on a discretionary basis, though they were based in large part on the performance targets discussed
above. 1

Stock Options. Consistent with our long-term incentive strategy, the Compensation Committee and the
Board may grant, from time to time, incentive or non-qualified stock options to executives of 1* Centennial under
our 200! Stock Incentive Plan, as amended (the “Plan™). The Committee believes that granting options is the most
appropriate form of long-term compensation to executives, as this practice provides executives with equity interests
in 1% Centennial and thereby aligns the interests of management with those of our shareholders. Additionally, the
option awards encourage executives to remain with the Company. The options are granted based on the Company’s
performance of the previous year and generally timed to follow the annual eamnings release to sharcholders. The
exercise price per share is equal to 100% of the market price per share on the date of grant, as determined by the
closing price of the Company’s stock quoted that day on the OTCBB. The specific terms of each stock option are
determined at the discretion of the Board of Directors or the Committee, subject to specific limitations and
requirements set forth in the Plan. We do not have specific requirements for our executives to hold certain levels of
stock ownership. Additional details concerning the Plan and options granted during 2006 to and held at
December 31, 2006 by the Named Executive Officers are set forth below under “(Grants of Plan-Based Awards” and
“Cutstanding Equity Awards at Fiscal Year-End.”

Employment Agreements. 1 Centennial has entered into employment agreements with two of its Named
Executive Officers, Mrs. Sanders and Mrs. Dondanville. The agreements are for terms of three years beginning
December 1, 2004, and provide for specified base compensation for the first year of the term. Annual increases
thereafter, as well as bonuses, are in the discretion of the Board of Directors. Both of the employment agreements
provide for certain lump sum severance payments in the event of actual or constructive termination within a
specified period following a “change in control,” as defined in the agreements, as well as severance provisions in the
event of termination without cause. The material terms of these agreements are described below under “Potential
Payments Upon Termination or Change in Control — Employment Agreements.”

KSOP and Plan Matching Contributions. We offer a qualified KSOP Plan with 401(k) Provisions (the
“401(k) Plan™} as a convenient way for all of the Bank’s employees to save and invest for their future. We make
matching contributions to the 401(k) Plan to encourage employees to save money for their retirement. The 401(k)
Plan, and our contributions to it, enhance the range of benefits we offer to executives and enhance our ability to
attract and retain employees.

Under the terms of the 401(k) Plan, participation is open to all employees on the first day of the next month
immediately following six months of continuous employment (during which at least five hundred hours have been
completed) and who have attained age 20%. Each participant may defer between 1% and 75% of salary (subject to a
statutory maximum). The Bank will match 50% of every dollar saved up to the statutory maximum limits.
Matching contributions are made at year-end only to those participants who are employed on the last day of the year.
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Employees are vested 100% in their own contributions to the Plan, plus the earnings they generate. The employer
contributions, plus any eamnings, are vested over a period of six years at the rate of 20% per year beginning at the
end of the second year of completed employment. The 401(k) Plan has been designed to provide all employees with
access to a diversified array of asset classes of approximately thirteen funds appropriate for retirement investing. In
addition, the Bank offers an employer stock fund. As of December 31, 2006, the Plan’s funds’ balance was
approximately $5.1 million, including an Employee Stock Ownership Plan (“ESOP”) which is currently inactive,
and employee and employer contributions under the 401 (k) Plan.

The Bank has made one contribution to the ESOP. A $100,000 contribution was made in 2000 and was
distributed to employees eligible for the Plan in that year. Eligible employees were full-time employees with one
year of service. The distribution was entirely in Company stock. Eligible employees are vested as to 20% per year
of employment from their date of hire. Any future funding of the ESOP is at the Board of Directors’ discretion.
None is contemplated at this time.

Perquisites. Annually, the Committee reviews the perquisites that executive management receives. The
Committee encourages executive management and other officers to belong to a golf or social club so that there is an
appropriate forum available to meet with and/or entertain existing and prospective clients. Of the Named Executive
Officers, only the President and CEO holds a social membership at Redlands Country Club. In addition to club fees
and dues, executive management is provided with Company-owned vehicles. The executive is responsible for costs
associated with personal usage of the vehicle. Certain business-related costs, such as business meals or travel and
related costs to and from banking conferences, are reimbursed to executives. The Company’s Audit Committee
Chairman reviews these reimbursements on a quarterly basis.

Salary Continuation Agreements. We have also entered into salary continuation agreements with atl four
of our Named Executive Officers, in order to provide them with (i) supplemental income upon retirernent, {ii) an
additional incentive to remain with us in order to receive their full retirement benefits, and (iii) a compensation
package which is competitive in the marketplace. We have purchased single premium life insurance policies which
name 1® Centennial as beneficiary, in part to provide tax advantaged income to offset the cost of accruing for the
benefits under the agreements. The proceeds or cash surrender value of the policies will ultimately reimburse us. for
our original investments in the policies, as well as for payments we make under the salary continuation agreements.
The material terms of the salary continuation agreements for each of the Named Executive QOfficers are described
below under “Potential Payments Upon Termination or Change in Control — Salary Continuation Agreements.”

Conclusion, The Compensation Committee intends to continue to link executive compensation to
corporate performance and shareholder return. We believe our executive compensation policies and programs serve
the best interests of our Company and our shareholders effectively. The various pay vehicles offered are balanced to
provide motivation for executives to contribute to our overall future success, thereby enhancing i Centennial’s
value for the benefit of all of our shareholders.

Summary Executive Compensation Information
The following table sets forth certain summary compensation information with respect to our Chief
Executive Officer, our Chief Financial Officer, and our only other executive officers who served during 2006 whose

total compensation for the fiscal year ended December 31, 2006, exceeded $100,000 (the "Named Executive
Officers"):
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Summary Compensation Table

Changes in
Pension Value
and
Non-Qualified
Non-Equity Deferred
Incentive Plan Option Compensation All Other
Name and Principal Position  Year Salary"” Bonus®  Compensation®  Awards" _ on Earnings® Compensation® Total

Thomas E. Vessey 2006 $238,333 $164,500 - $94,557 §$160,303 $11,046 $668,739
President and
Chief Executive Officer .
Beth Sanders 2006 146,109 75,000 - 33,931 45,143 11,054 311,237
Executive Vice President
and Chief Financial Offtcer
Suzanne Dondanville 2006 146,109 75,000 - 53,858 68,206 1,057 344,230
Executive Vice President
and Chief Operating Officer
John P. Lang 2006 146,109 75,000 - 36,879 18,080 5,854 281,922
Executive Vice President
and Chief Credit Officer

'7 Includes portions of these individuals® salaries which were deferred pursuant to 1st Centennial’s Employee Stock Ownership Plan with 401(k)
Provisions (“KSOP™). The KSOP permits all participants to contribute a portion of their annual compensation on a pre tax basis (subject to a
statutory maximumy}, which contributions vest immediately when made. Our policy is to match 50% of employee contributions up to a statutory
maximum, which contributions become vested over a period of six years at the rate of 20% per year beginning at the end of the second year of
completed employment,

8 As discussed in the Compensation Discussion and Analysis, the Compensation Committee uses certain performance targets as a guide in
making its recommendations regarding annual bonuses for the Named Executive Officers. However, inasmuch as the methodology had not been
finalized during 2006, all bonus amounts paid in 2006 were ultimately determined on a discretionary basis.

1% Reflects the amount expensed under FAS 123R for the fiscal year concerning options granted in 2006 and in prior years. The assumptions used
in valuing these option awards are detailed in Note 1 to the consolidated financial statements contained in our Annual Report to Shareholders for
2006.

 Represents the total change from December 31, 2005 to December 31, 2006, in the accrued liability balance established with respect to the
benefit obligation associated with the post-retirement salary continuation agreement of each Named Executive Officer. Sec “Pension Benefits”
and “Potential Payments on Termination or Change in Control” for more information on the salary continuation agreements.

! Consists of employer contributions to these individuals’ accounts pursuant to the 401(k) Plan and term lif¢ insurance premiums.
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Grants of Plan-Based Awards

The following tabie furnishes information regarding stock options granted to the Named Executive Officers
during 2006, which were the only plan-based awards granted to such officers during 2006:

Grants of Plan-Based Awards®

Number of Shares

Grant Date
(123R) Fair Value

Underlying Options Exercise or

Name Grant Date Granted in 2006" Base Price’
Thomas E. Vessey 2/15/06 12,000 $23.67
Beth Sanders 2/15/06 7.500 23.67
Suzanne Dondanvilte 2/15/06 7,500 23.67
John P. Lang 215006 7,500 23.67

Outstanding Equity Awards at Fiscal Year-End

$187,800
117,375
117,375
117,375

The foltowing table sets forth outstanding equity awards held by each of the Named Executive Officers as

of December 31, 2006:

OQutstanding Equity Awards at Fiscal Year-End®

Number of Shares Number of Shares
Underlying Unexercised Underlying Unexercised Option Exercise  Option Expiration
Name Options — Exercisable” Options — Unexercisable” Price” Date
Thomas E. Vessey 16,852 4,213 $ 8.07 05/28/12
3.370 842 9.97 11/01/12
13,482 8,988 22.74 i2/17/14
3,761 1,253 14.83 01/23/14
- 12,000 23.67 02/15/16
Beth Sanders 11,612 - $ 6.35 01/04/09
24,330 - 8.25 09/21/11
4213 1,053 997 11401112
2,006 3,009 14.83 01/23/14
7,704 5,136 22.74 12/17/14
- 7.500 23.67 02/15/16
Suzanne Dondanville 17,695 - $ 825 09/21/11
3,370 842 9.97 11/01/12
2,006 3,009 14.83 01/23/14
7,704 5,136 22.74 12/17114
- 7,500 23.67 02/15/16
John P, Lang 3,000 12,000 $23.33 09/29/15
- 7,500 23.67 02/15/16

3 All outstanding options vest at the rate of 20% per year commencing one year from the date of grant. Options are for terms of ten years and the
exercise price is the fair market value of the stock on the date of grant. Unvested options accelerate in the event of a change in control of the
Company, and options termjnate in the event of termination of employment, with the time period for exercise of the vested portion depending on

the reason the service ceases. In the case of termination for cause, the options expire immediately.

? As adjusted to reflect stock dividends and distributions since the date of grant.




Option Exercises

The following table provides information regarding options exercised by the Named Executive Officers
during 2006, and the value realized thereon. No information is provided concerning stock awards, as the Named
Executive Officers did not have any stock awards as of December 31, 2006.

Option Exercises in 2006

Shares Acquired

on Exercise in Value Realized
Name 2006 on Exercise®
Thomas E. Vessey - n/a
Beth Sanders 776 $18,090
Suzanne Dondanville - n/a
John P. Lang - n/a

Pension Benefits

The table below shows the present value of accumulated benefits payable to each of the Named Executive
Officers, including the number of years of service credited to each such individual under his or her Salary

Continuation Agreement.

Detailed information concerning the material provisions of such agreements appears

below under “Potential Payments on Termination or Change in Control — Salary Continuation Agreements.”

Pension Benefits

Number of Present Value Payments
Years Credited of Accumulated During Last
Name Plan Name Service™ Benefit™® Fiscal Year
Thomas E. Vessey Salary Continuation Agreement 4 $160,303 -
Beth Sanders Salary Continuation Agreement 6 221,818 -
Suzanne Dondanville  Salary Continuation Agreement 5 57,075 -
John P. Lang Salary Continuation Agreement 1 68,206 -

* Represents the excess of the aggregate fair market value over the aggregate exercise price of the shares at the time of exercise.

¥ Years of credited service for each Named Executive Officer vary from the actual years such officer has been employed. Under the relevant
salary continuation agreements for Mrs. Sanders and Mrs. Dondanville, calculations of retirement benefits are based on the first plan year
beginning with the year in which the agreement was executed, rather than the year each executive officer began her employment. Mrs. Sanders
and Mrs. Dondanville have been officers of 1* Centennial Bancorp and/or [® Centennial Bank for seventeen years and six years, respectively. In
the case of Messrs, Vessey and Lang, the number of years of credited service reflects actual years of service.

* Represents the cumulative amount accrued with respect to the salary continuation agreements for each of the Named Executive Officers.
Monthly accruals are made to accrug for these post-retirement benefit obligations in a systematic and orderly way using an appropriate discount
rate, such that the accrued liability balance at the participant’s retirement date will be equal to the then present value of the benefits promised
under the salary continuation agreement. During 2006, we used a 6.5% discount rate. At December 31, 2006, the net present value of the actual
cumulative benefit amount that would be paid to cach of these individuals, assuming each stayed until their retirement date (or in the case of
Messrs. Vessey and Lang, their earliest retirement date), and using the same discount rate of 6.5%, would be as follows: Mr. Vessey: $534,052;
Mrs. Sanders: $584,364; Mrs, Dondanville; $377,636; and Mr. Lang: $473,488. The details of the salary continuation agreements for each
Named Executive Officer are described below in “Potential Payments on Termination or Change in Control.”
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Potential Payments Upon Termination or Change in Control

The following discussion summarizes the compensation and benefits payable to the Named Executive
Officers in the event of a termination of employment under various circumnstances, assuming that a termination of
employment had occurted on December 31, 2006. The benefits which would be triggered in the event of a change
in controf include: (i) acceleration of unvesied stock options; (ii) vesting of benefits under salary continuation
agreements; and (iii) for Mrs. Sanders and Mrs. Dondanville, lump sum severance payments under their
employment agreements. For the salary continuation and employment agreement benefits to be triggered, the
individuals must also be actually or constructively terminated as part of or within one year after the change in
control.

If a change in control had occurred on December 31, 2006, the Named Executive Officers would have been
cntitled to exercise their unvested options with the following values: Mr. Vessey: $371,902; Mrs. Sanders:
$214,155; Mrs. Dondanville: $209,145; and Mr. Lang: $200,625. Under their salary continuation agreements, the
vested benefits would have been $65,000 per year for fifteen years beginning at age 70 (in 2009) for Mr. Vessey;
$86,946 per year for fifteen years beginning at age 65 (in 2017) for Mrs. Sanders; $84,413 per year for fifteen years
beginning at age 65 (in 2027} for Mrs. Dondanville; and $70,000 per year for fifieen years beginning at age 65 (in
2012) for Mr, Lang. Mrs. Sanders and Mrs. Dondanville would also have received a lump sum of $165,000 under
their employment agreements. However, the combined payments to each individual would have been limited to the
amounts allowed as deductible payments under to Section 280G of the Internal Revenue Code.

If any of the Named Executive Officers had been terminated on December 31, 2006 without cause, or had
left the Company due to death or disability, they would have been vested in a portion of their retirement benefits
under the salary continuation agreements. For termination without cause only, Mrs. Sanders and Mrs, Dendanville
would also have received severance compensation under their employment agreements of $165,000, payable over a
period of one year. As of December 31, 2006, Mrs. Sanders and Mrs. Dondanville were aiso 60% and 50% vested,
respectively, in the retirement benefits under their salary continuation agreements in the case of voluntary
termination. Messrs. Vessey and Lang would not receive any benefits under their salary continuation agreements
upon voluntary termination. The material terms of all employment agreements and salary continuation agreements
with the Named Executive Officers, including the payments due under the various circumstances described in this
paragraph, are described below.

Employment Agreements. 1¥ Centennial has entered into an employment agreement with Mrs, Sanders
for a term of three years commencing December 1, 2004, at an initial base salary of $136,000 per year with annual
increases at the discretion of the Board of Directors. Her employment agreement also provides for discretionary
bonuses, reimbursement for business expenses, use of a company owned automobile, and certain insurance benefits.
In the event of termination without cause, Mrs. Sanders will continue to receive her base salary for a period of
twelve months immediately following the effective date of termination, less any payments received from other
employment, plus insurance benefits for a period of 90 days. If Mrs. Sanders’ employment is terminated or
constructively terminated in connection with or within one year following a merger or certain changes in control of
I* Centennial, she will be entitled to a lump sum payment equal to twelve months’ worth of her base salary at the
time of such termination. As of December 31, 2006, that amount was $163,000.

1* Centennial has also entered into an employment agreement with Mrs. Dondanville for a term of three
years commencing December 1, 2004, at an initial base salary of $130,000 per year. The remaining terms of her
agreement are identical in all material respects to Mrs. Sanders” employment agreement as described above.

Salary Continuation Agreements. 1* Centennial entered into a salary continuation agreement with
Mr. Vessey in April 2006 which provides an annual benefit for fifieen years upon retirement, subject to certain
conditions. The amount of the annual benefit will be between 365,000 and $125,000 per vear (increasing in equal
increments of $20,000 each year), depending on the age at which he retires between 70 and 73. In the event of death
prior to age 70, his beneficiary will receive $65,000 per year for fifteen years, and if between 70 and 73, the same
benefit as if he had retired at that age. In the event of a merger or certain changes in controt of 1* Centennial, if
Mr. Vessey’s employment is terminated or constructively terminated in connection with or within one year
following such event, he will receive the same benefits as if he had retired at age 70, but limited to the amounts
allowed as deductible payments pursuant to Section 280G of the Internal Revenue Code. He would not receive any
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benefits in the event of termination for cause or voluntary termination. If Mr. Vessey’s employment were
terminated without cause or due to disability prior to age 70, he would be entitled to receive, at age 70, annual
payments of $19,000 or $40,000 for fificen years in the event of termination at age 68 or 69, respectively. The
vested amounts in the event of a change in control as of December 31, 2006 were quantified on page 18 above, and
Mr. Vessey was not yet vested in any benefits in the event of termination without cause or disability as of that same
date.

1* Centennial also entered into a salary continuation agreement with Beth Sanders in 2001 (amended in
2004), providing for an annual benefit of $116,848 per year for fifteen years upon retirement at age 65, subject to
certain conditions, The material terms of her agreement are similar to those of Mr. Vessey’s agreement, except that
(i) the retirement age is simply 65; (it) in the event of a merger or change in control, the exact amount of the benefits
would depend on the date of the sale, beginning with $75,000 per year at December 31, 2001 and increasing by 3%
per year thereafter; and (iii) in the event of termination without cause, disability or voluntary termination she would
be entitled to receive, at age 65, the percentage of total retirement benefits which had vested under the salary
continuation agreement as of the termination date. Such benefits began to vest at the rate of 10% per year on
December 31, 2001. The vested amounts in the event of a change in control as of December 31, 2006 were
quantified on page 18 above, and the payments due in the event of termination without cause, disability or voluntary
termination as of that same date would be $70,109 for fifieen years beginning at age 65 (in 2017).

1* Centennial also entered into a salary continuation agreement with Mrs. Dondanville in 2002 (amended in
2004), containing the same material terms as Mrs. Sanders’ salary continuation agreement, except that the amount of
her annual benefits will be $152,460, and her benefits began to vest on December 31, 2002. The vested amounts in
the event of a change in control as of December 31, 2006 were quantified on page 18 above, and the payments due
in the event of termination without cause, disability or voluntary termination as of that same date would be 576,230
for fifteen years beginning at age 65 (in 2027).

1¥ Centennial also entered into a salary continuation agreement with Mr. Lang in April 2006, containing
the same material terms as Mr. Vessey's agreement, except that (i) Mr. Lang’s retirement age is between 65 and 68;
(ii) the amount of the annual benefits at retirement at those ages is between $70,000 and $100,000 (increasing in
equal increments of $10,000 each year); (iii) the annual benefit in the event of death prior to age 65 is $70,000; and
(iv) if Mr. Lang’s employment were to end due to disability or termination without cause prior to age 65, he would
be entitled to receive, at age 65, annual payments of between $10,000 and $57,000 for fifteen years depending on his
age at termination between ages 60 and 64. The vested amounts in the event of a change in contro! as of
December 31, 2006 were quantified on page 18 above, and the payments due in the event of termination without
cause or due to disability as of that same date would be $10,000 for fifteen years beginning at age 65 (in 2012).

We accrue monthly for the post-retirement benefit obligations under the salary continuation agreements in
a systematic and orderly way using an appropriate discount rate. We also purchased single premium life insurance
policies when the salary continuation agreements were originally established, in part to provide tax advantaged
income to offset the annual cost of the accruals. These policies name 1* Centennial as beneficiary and the proceeds
or cash surrender value of the policies will ultimately reimburse us for our original investments in the policies, as
well as for payments we make under the salary continuation agreements. We purchase additional life insurance
from time to time such that the aggregate amount is appropriate in relation to the accruals and ultimate obligations
under the salary continuation agreements. The amounts expensed for the Named Executive Officers for the salary
continuation agreements in 2006 (see the Summary Compensation Table in “Summary Executive Compensation
Information™ above) were more than offset by such tax advantaged income.

Compensation of Directors

~ During 2006, we paid our non-employee directors a fee of $1,721 per month, except for the Chairman of
the Board, who received $3,921 per month and the Chairman of the Audit Committee, who received $2,221 per
month. Effective January 1, 2007, we increased the fees to $2,500 per month for each non-employee director,
$4,167 per month for the Chairman of the Board, and $2,917 per month for the Chairman of the Audit Committee.
Our directors also participate in the Company’s Stock Incentive Plan and are eligible to receive both non-qualified
stock options and restricted stock awards. Options and restricted stock awards vest at the rate of 20% per year.
Options are for terms of ten years and the exercise price is the fair market vatue of the stock on the date of grant.
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Unvested options accelerate in the event of a change in control of the Company, and options terminate in the event a
director ceases to serve as a director of the Company, with the time period for exercise of the vested portion
depending on the reason the service ceases. Restricted stock awards are granted at no cost to the recipient, and the
recipients have voting and dividend rights with respect to the shares, but cannot dispose of the shares untii they are
vested.

The table below summarizes the compensation paid by the Company to non-employee directors for the year
ended December 31, 2006. Compensation paid to Mr. Vessey, the only director who is also a Named Executive
Officer, is set forth above in the various sections concerning compensation paid to Named Executive Officers.

Director Summary Compensation Table

Fees Earned or Option
Name Paid in Cash  Stock Awards” Awards®® Total
James R. Appleton $20,652 $4,050 £10,343 $35,045
Bruce J. Bartells 26,652 4,050 11,565 42,267
Patrick J. Meyer 47,052 4,050 11,565 62,667
All other non-employee directors® 20,652 4,050 11,565 36,267

RELATED PARTY TRANSACTIONS

Some of the executive officers and directors of 1% Centennial and the companies with which they are
associated have been customers of, and have had banking transactions with, 1* Centennial Bank in the ordinary
course of 1* Centennial Bank's business since January 1, 2006, and 1* Centennial Bank expects.to continue to have
such banking transactions in the future. Ali loans and commitments to lend included in such transactions were made
on substantially the same terms, including interest rates and collateral, as those prevailing at the time for comparable
transactions with persons of similar creditworthiness, and in the opinion of Management of 1™ Centennial, did not
involve more than the normal risk of repayment or present any other unfavorable features.

RELATIONSHIP WITH INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Audit Committee has appointed Hutchinson and Bloodgood LLP (“Hutchinson™) as our independent
registered public accounting firm for the fiscal year ending December 31, 2007. Hutchinson audited our financial
statements for the fiscal year ended December 31, 2006, and have been our accountants since inception. [t is
anticipated that a representative or representatives of Hutchinson will be present at the Meeting and will be available
to respond to appropriate questions. All professional services rendered by Hutchinson concerning the fiscal year
ended December 31, 2006 were furnished at customary rates and terms,

¥ As of December 3 1, 2006, each of the non-employee directors held restricted stock awards covenng 1,444 shares.

# Represents the amount expensed under FAS 123R for the fiscal year concerning options granted during 2006 and in prior years. The
assumptions used in valuing these option awards are detailed in Note ! to the consolidated financial statements contained in our Annual Report to
Shareholders for 2006. As of December 31, 2006, the non-employee directors held outstanding stock options covering the following numbers of
shares: Mr. Appleton: 11,384 shares; Mr. Bartells: 24,048 shares; Mrs. Beswick: 22,548 shares; Mr. Jacinto: 9,728 shares; Mr. Jeffrey: 20,941
shares; Mr. McCalmon: 20,941 shares; Mr. Meyer: 20,941 shares; Mr. Weisser: 15,135 shares; and Mr. Welebir: 24,048 shares. Al opticns
granted to non-employee directors vest in increments of 20% per year beginning one year from the date of grant. The numbers of shares of
outstanding options vested for each of these individuals as of March 23, 2007 appears in the table on pages 3 and 4 above. Information
concerning stock options granted to and held by Mr. Vessey, who is also a Named Executive Officer, is set forth above under “Grants of Plan-
Based Awards” and “Outstanding Equity Awards at Fiscal Year-Ead.”

P Cascle H. Beswick, Larry Jacinto, Ronald I. Jeffrey, William A. McCalmon, Stanley C. Weisser and Douglas F. Welebir. Compensation
shown is on a per-director basis.
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Fees

The aggregate fees billed by Hutchinson for the fiscal years ended December 31, 2006 and 2005, were as

follows:
2006 2005
AUdit €5 covueireireieieiesieseseniean, $138,000 $ 98.000
Audit related fees ......ooo.nvinninninne. 50,000% 26,720%°
V' (= - JOR PR 15,518 13,763
All other fees 18,986°' 22.248"
YL ) DO $222,504 $160,731

None of the fees paid to our independent auditors during 2006 and 2005 were paid under the de minimis
safe harbor exception from pre-approval requirements. The Audit Committee has concluded the provision of the
non-audit services listed above is compatible with maintaining the independence of Hutchinson.

PROPOSALS OF SHAREHOLDERS

Under certain circumstances, shareholders are entitled to present proposals at shareholder meetings. Any
such proposal concerning our 2008 Annual Meeting of Shareholders must be submitted by a shareholder prior to
December 18, 2007 in order to qualify for inclusion in the proxy statement relating to such meeting. The submission
by a shareholder of a proposal does not guarantee that it will be included in the proxy statement. Shareholder
proposals are subject to certain regulations and requirements under federal securities laws.

The persons named as proxies for the 2008 Annual Meeting of Shareholders will have discretionary
authority to vote on any shareholder proposal which is not included in our proxy materials for the meeting, unless
we receive notice of the proposal by February 25, 2008. If we receive proper notice by that date, the proxy holders
will not have discretionary voting authority except as provided in federal regulations governing shareholder
proposals.

3 For 2006, consisted of reviewing documentation relating to the Company’s internal control over financial reporting for compliance with
Section 404 of the Sarbanes-Oxley Act (*Section 404™), and the audit of such internal conirol over financial reporting. For 2005, consisted
entircly of reviewing documentation relating to the Company’s internal control over financial reporting in preparation for compliance with
Section 404.

M Eor 2006, consisted of $16,000 for Information Technclogy review and $2,986 for management consulting. For 2005, consisted of $15,000 for
the regulatory mandated review of our information technology systems and $7,248 for management consulting.
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OTHER MATTERS

Management does not know of any matters to be presented to the Meeting other than those set forth above,
However, if other matters properly come before the Meeting, it is the intention of the proxy holder to vote said
Proxy in accordance with the recommendations of your Board of Directors, and authority to do so is included in the
Proxy.

DATED: Apiil 16, 2007 15T CENTENNIAL BANCORP
/s/ Thomas E. Vessey

Thomas E. Vessey
President and Chief Executive Officer

A COPY OF OUR 2006 ANNUAL REPORT ON FORM 10-K INCLUDING FINANCIAL STATEMENTS
(BUT WITHOUT EXHIBITS) FILED WITH THE SEC IS INCLUDED AS PART OF OUR ANNUAL
REPORT TO SHAREHOLDERS WHICH IS BEING SENT TO SHAREHOLDERS TOGETHER WITH
THIS PROXY STATEMENT. IF A SHAREHOLDER DESIRES COPIES OF THE EXHIBITS TO THE
REPORT, THEY WILL BE PROVIDED UPON PAYMENT BY THE SHAREHOLDER OF THE COST OF
FURNISHING THE EXHIBITS TOGETHER WITH A WRITTEN REQUEST TO BETH SANDERS,
EXECUTIVE VICE PRESIDENT AND CHIEF FINANCIAL OFFICER OF 1°" CENTENNIAL BANCORP,
AT 218 EAST STATE STREET, REDLANDS, CALIFORNIA 92373,
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PART
ITEM 1. BUSINESS
General

The Company

1# Centennial Bancorp (“the Company™} is a California corporation registered as a bank holding company
under the Bank Holding Company Act of 1956, and is headquartered in Redlands, California. We were
incorporated tn August 1999 and acquired 100% of the outstanding shares of 1¢* Centennial Bank (“the Bank”) in
December 1999. In February 2003 the Company changed its name from Centennial First Financial Services to
Is Centennial Bancorp and the Bank changed its name from Redlands Centennial Bank to 1 Centennial Bank.
QOur principal offices are located at 218 East State Street, Redlands, California. Qur telephone number is
{909) 798-3611, and our website address is www.Istcent.com. In August 2001, we acquired Palomar Community
Bank in Escondido, California. Palomar Community Bank was formerly a savings and loan association, which
converted to a state-chartered commercial bank in November 1999. In May 2002, Palomar Community Bank was
merged into 1¢ Centennial Bank, so that our principal subsidiary is now 1% Centennial Bank. Our only other
subsidiaries are Centennial Capital Trust I, Centennial Capital Trust II and Centennial Capital Trust II1, which
were formed in July 2002, January 2004 and September 2005, respectively, solely to facilitate the issuance of
capital trust pass-through securities. This additional regulatory capital is intended to allow us to stay on track
with current expansion plans without any impairment of risk-based capital ratios. See Note 9 to Notes to
Consolidated Financial Statements. We determined that raising capital through trust preferred securities was
more economical than traditional stock offerings. The issuance of these trust preferred securities totaling
$18 million has increased our overall funding costs. Pursuant to Financial Accounting Standards Board (FASB)
Interpretation No. 46, “Consolidation of Variable Interest Entities (VIE's) (FIN 46),” these trusts are not
reflected on a consolidated basis in our financial statements.

Our principal source of income is currently dividends from the Bank, but we intend to explore supplemental
sources of income in the future. Qur expenditures, including but not limited to the payment of dividends to
shareholders, if and when declared by the Board of Directors, and the cost of servicing debt, will generally be
paid from such payments made to us by the Bank.

As of December 31, 2006, the Company had total consolidated assets of $551.1 million, total consolidated
net loans of $426.2 million, total consolidated deposits of $456.5 million and total consolidated Shareholders’
equity of $42.2 million. Our liabilities include $18.3 million in subordinated notes payable to subsidiary trusts
due our trust subsidiaries. The liability is related to capital trust pass-through securities issued by those entities

The Bank

The Bank is an independent California state-chartered bank, which commenced operations in 1990. In
addition to our main office and corporate headquarters in Redlands, in San Bernardino County, we operate five
full-service branch offices in Southern California, one in Brea, in Orange County, one in Escondido, in San
Diego County, one in Palm Desert, in Riverside County, one in Irwindale, in Los Angeles County, and one in
Temecula, in Riverside County. We also operate a Real Estate & Construction Loan Division in Redlands, a
Small Business Administration / Commercial Loans Conduit Group loan production office and a Religious
Lending Group, located in Brea, in Orange County, and a Home Owners Association Group in Escondido, in San
Diego County.

Our lending activity is concentrated primarily in real estate loans (including construction and development,
residential, and commercial and multi-family loans), which constituted 59% of our loan portfolio as of
December 31, 2006, and commercial loans, which constituted 38% of our loan porifolio as of December 31,
2006.




Our deposit accounts are insured under the Federal Deposit Insurance Act up to applicable limits, and
subject to regulations by that federal agency and to periodic examinations of its operations and compliance by the
FDIC and the California Department of Financial Institutions. Like most state-chartered banks of our size in
California, we are not a member of the Federal Reserve System. We are a member of the Federal Home Loan
Bank. See ltem 1, “Regulation and Supervision.”

We are a community bank, offering our customers a wide variety of personal, consumer and commercial
services expected of a locally managed, independently operated bank. Qur full-service offices are all located in
business areas adjacent to developed and/or developing retail, commercial and consumer marketplaces. While
our primary focus is on commercial lending and residential construction in and around the arcas we serve, we
also offer a wide range of loan and deposit banking products and services to local consumers. We provide a
broad range of deposit instruments and general banking services, including checking, savings, and money market
accounts; time certificates of deposit for both business and personal accounts; telebanking (banking by phone);
courier services; and internet banking, including account management, inter-bank and intra-bank transfer, and
bill payment services. We also provide a wide variety of lending products for both businesses and consumers.
Real estate loan products include construction loans, lot loans, residential real estate brokerage, commercial real
estate conduit sales, mini-perm commercial real estate loans, and home mortgages. Commercial loan products
include lines of credit, letters of credit, term loans and equipment loans, commercial real estate loans, SBA loans,
equipment leasing and other working capital financing. Financing products for individuals include auto, home
equity and home improvement lines of credit, personal lines of credit, and VISA credit cards. We are a Preferred
Lender under the Small Business Administration in the counties of QOrange, Riverside, San Bemardino, Los
Angeles, Ventura and Santa Barbara.

We also offer numerous specialized services designed for the needs of our business customers. These
services include a credit card program for merchants, commercial and standby letters of credit, online business
management services and electronic deposit processing. We also provide certain international banking. services
indirectly through our correspondent banks.

In addition, we offer a wide range of non-deposit and investment products through KWB Wealth Managers
Group, a Linsco Private Ledger firm. These products include financial and estate planning, stocks and bonds,
mutual funds and variable annuities, and various retirement plans. Products offered through this firm are not
insured by the FDIC, are not deposits or obligations of the Bank, and are not guaranteed by the Bank.

Recent accounting pronouncements

Information on recent accounting pronouncements is contained in Footnote 1 to the Consolidated Financial
Statements.

Competition

The banking business in California generally, and specifically in our market areas in San Bernardino,
Orange, San Diego, Riverside, and Los Angeles counties in Southern California, is highly competitive with
respect to virtually all products and services and has become increasingly so in recent years. The industry
continues to consolidate, and strong, unregulated competitors have entered banking markets with focused
products targeted at highly profitable customer segments. Many competitors are able to compete across
geographic boundaries and provide customers access to alternatives to banking services and nearly all significant
products. These competitive trends are likely to continue.

With respect to commercial bank competitors, the business is largely dominated by a relatively small
number of major banks with many offices operating over a wide geographical area, which have, among other
advantages, the ability to finance wide-ranging and effective advertising campaigns and to allocate investment
resources to regions of highest yield and demand. Many of the major banks operating in the area offer certain
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services directly that we may offer indirectly through correspondent institutions. By virtue of their greater total
capitalization, such banks also have substantially higher lending limits than we do.

In addition to other banks, competitors include savings institutions, credit unions, and numerous
non-banking institutions such as finance companies, leasing companies, insurance companies, brokerage firms,
and investment banking firms. In recent years, increased competition has also developed from specialized finance
and non-finance companies that offer wholesale finance, credit card, and other consumer finance services,
including on-line banking services and personal finance software. Strong competition for deposit and loan
products affects the rates of those products as well as the terms on which they are offered to customers. Mergers
between financial institutions have placed additional pressure on banks within the industry to streamline their
operations, reduce expenses, and increase revenues 1o remain competitive. Competition has also intensified due
to federal and state interstate banking laws, which permit banking organizations to expand geographically, and
the Catifornia market has been particularly attractive to out-of-state instituttons. The Financial Modernization
Act, which became effective in March 2000, has made it possible for full affiliations to occur between banks and
securities firms, insurance companies, and other financial companies, and has also intensified competitive
conditions. See “Financial Modernization Act.”

Technological innovation has also resulted in increased competition in financial services markets. Such
innovation has, for example, made it possible for non-depository institutions to offer customers automated
transfer payment services ihat previously have been considered traditional banking products. In addition, many
customers now expect a choice of several delivery systems and channels, including telephone, mail, home
computer, ATMs, self-service branches, and/or in-store branches. In addition to other banks, the sources of
competition for such products include savings associations, credit unions, brokerage firms, asset management
groups, finance and insurance companies, internet-only financial intermediaries, and morigage banking firms,

In order to compete with the other financial services providers, we principally rely upon local promotional
activities, personal relationships established by our officers, directors, and employees with our customers, and
specialized services tailored to meet the needs of the communities we serve. In those instances where we are
unable to accommodate a customer’s needs, we may arrange for those services to be provided by our
correspondent banks. We also have “preferred lender” or “PLP” status with the Small Business Administration
(SBA), which enables us to approve SBA loans faster than many of our competitors. In order to compete on the
technological front, we maintain an Internet website with account management, inter-bank and intra-bank
transfer, and bill payment services.

The larger financial institutions, including banks, brokerage houses, insurance companies, etc., are actively
acquiring broker/dealer capabilities in order to capitalize on the emerging affluent population as the “baby
boomer” generation begins to enter retirement age. These services include state-of-the-art financial planning and
investrnent strategies tailored 1o specific needs, and funded with open-architecture {“‘best product available” vs.
“proprietary”) products and services. To effectively meet these competitive pressures, the Company has aligned
itself with a nationwide broker/dealer (Linsco Private Ledger or “LPL”) whereby it can provide the same type of
sophistication and product and service enhancements as larger financial institutions, while still maintaining a
closer, more community-oriented customer service profile. We provide these services through KWB Wealth
Managers Group, a Linsco Private Ledger firm.

Employees

As of December 31, 2006 the Company had 125 full-time and 13 part-time employees. On a full time
equivalent basis, the Company’s staffing stood at 132 at December 31, 2006 and 2005. Staff was maintained
during 2006 to provide resources in order to maintain satisfactory customer service in growth areas, and to
enhance business development activities in certain markets.




Regulation and Supervision

The Company and the Bank are subject to significant regulation by federal and state regulatory agencies.
The following discussion of statutes and regulations is only a brief summary and does not purport to be complete.
This discussion is qualified in its entirety by reference to such statutes and regulations. No assurance can be
given that such statutes or regulations will not change in the future.

The Company

The Company is subject to the periodic reporting requirements of Section 13 of the Securities Exchange Act
of 1934 (the “Exchange Act”), which requires us to file annual, quarterly and other current reports with the
Securities and Exchange Commission (the “SEC”). We are also subject to additional regulations including, but
not limited to, the proxy and tender offer rules promulgated by the SEC under Sections 13 and 14 of the
Exchange Act; the reporting requirements of directors, executive officers and principal shareholders regarding
transactions in our common stock and short-swing profits rules promulgated by the SEC under Section 16 of the
Exchange Act; and certain additional reporting requirements by principal shareholders of the Company
promulgated by the SEC under Section 13 of the Exchange Act.

The Company is a bank holding company within the meaning of the Bank Holding Company Act of 1956
and is registered as such with the Federal Reserve Board. A bank holding company is required to file with the
Federal Reserve Board annual reports and other information regarding its business operations and those of its
subsidiaries. It is also subject to examination by the Federal Reserve Board and is required to obtain Federal
Reserve Board approval before acquiring, directly or indirectly, ownership or control of any voting shares of any
bank if, after such acquisition, it would directly or indirectly own or control more than 5% of the voting stock of
that bank, unless it already owns a majority of the voting stock of that bank.

The Federal Reserve Board has by regulation determined certain activities in which a bank holding company
may or may not conduct business. A bank holding company must engage, with certain exceptions, in the business
of banking or managing or controlling banks or furnishing services to or performing services for its subsidiary
banks. The permissible activities and affiliations of certain bank holding companies were expanded in 2000 by
the Financial Modemization Act. See “Financial Modemization Act.”

The Company and the Bank are deemed to be affiliates of each other within the meaning set forth in the
Federal Reserve Act and are subject to Sections 23A and 23B of the Federal Reserve Act. This means, for
example, that there are limitations on loans by the subsidiary banks to affiliates, and that all affiliate transactions
must satisfy certain limitations and otherwise be on terms and conditions at least as favorable to the subsidiary
banks as would be available for non-affiliates.

The Federal Reserve Board has a policy that bank holding companies must serve as a source of financial and
managerial strength to their subsidiary banks. It is the Federal Reserve Board's position that bank holding
companies should stand ready to use their available resources to provide adequate capital to their subsidiary
banks during periods of financial stress or adversity. Bank holding companies should also maintain the financial
flexibility and capital-raising capacity to obtain additional resources for assisting their subsidiary banks.

The Federal Reserve Board also has the authority to regulate bank holding company debt, including the
authority to impose interest rate ceilings and reserve requirements on such debt. Under certain circumstances, the
Federal Reserve Board may require the Company to file written notice and obtain its approval prior to purchasing
or redeeming the Company’s equity securities.

The Bank

As a California state-chartered bank whose accounts are insured by the FDIC up to the maximum limits
thereof, we are subject to regulation, supervision and regular examination by the California Department of
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Financial Institutions and the FDIC. In addition, while we are not a member of the Federal Reserve System, we
are subject to certain regulations of the Federal Reserve Board. The regulations of these agencies govern most
aspects of our business, including the making of periodic reports, and our activities relating to dividends,
investments, loans, borrowings, capital requirements, certain check-clearing activities, branching, mergers and
acquisitions, reserves against deposits and numerous other areas. Supervision, legal action and examination of
the Bank by the FDIC are generally intended to protect depositors and are not intended for the protection of
shareholders.

The earnings and growth of the Bank are largely dependent on its ability to maintain a favorable differential
or “spread” between the yield on its interest-earning assets and the rate paid on its deposits and other interest-
bearing liabilities. As a result, our performance is influenced by general economic conditions, both domestic and
foreign, the monetary and fiscal policies of the federal government, and the policies of the regulatory agencies,
particularly the Federal Reserve Board. The Federal Reserve Board implements national monetary policies (such
as seeking to curb inflation and combat recession) by its open-market operations in U.S. Government securities,
by adjusting the required level of reserves for financial institutions subject to its reserve requirements, and by
varying the discount rate applicable to borrowings by banks which are members of the Federal Reserve System.
The actions of the Federal Reserve Board in these areas influence the growth of bank loans, investments and
deposits and also affect interest rates charged on loans and deposits. The nature and impact of any future changes
in moenetary policies cannot be predicted.

Capital Adequacy Requirements

The Company and the Bank are subject to the regulations of the Federal Reserve Board and the FDIC,
respectively, governing capital adequacy. Each of the federal regulators has established risk-based and leverage
capital guidelines for the banks or bank holding companies it regulates, which set total capital requirements and
define capital in terms of “core capital elements,” or Tier 1 capital; and “supplemental capital elements,” or Tier
2 capital. Tier | capital is generally defined as the sum of the core capital elements less goodwill and certain
other deductions, notably the unrealized net gains or losses (after tax adjustments) on available for sale
investment securities carried at fair market value. The following items are defined as core capital elements:
(i) common shareholders’ equity; (i) qualifying non-cumulative perpetual preferred stock and related surplus
(not to exceed 25% of tier 1| capital); and (iii) minority interests in the equity accounts of consolidated
subsidiaries. At December 31, 2006, 25% of the Company’s Tier | capital consisted of trust preferred securities;
however, no assurance can be given that trust preferred securities will continue to be treated as Tier | capital in
the future. Tier 2 capital can include: (i) allowance for loan and lease losses {(but not more than 1.25% of an
institution’s risk-weighted assets); (i) perpetual preferred stock and related surplus not qualifying as core capital;
(iti) hybrid capital instruments, perpetual debt and mandatory convertible debt instruments; and (iv) term
subordinated debt and intermediate-term preferred stock and related surplus (but not more than 50% of Tier 1
capital). The maximum amount of Tier 2 capital that may be recognized for risk-based capital purposes is limited
to 100% of Tier 1 capital, net of goodwill.

The minimum required ratio of qualifying total capital to total risk-weighted assets is 8.0% (“Total Risk-
Based Capital Ratio™), at least one-half of which must be in the form of Tier 1 capital, and the minimum required
ratio of Tier 1 capital to total risk-weighted assets is 4.0% (“Tier 1 Risk-Based Capital Ratio”). Risk-based
capital ratios are calculated to provide a measure of capital that reflects the degree of risk associated with a
banking organization’s operations for both transactions reported on the balance sheet as assets, and transactions,
such as letters of credit and recourse arrangements, which are recorded as off-balance sheet items. Under risk-
based capital guidelines, the nominal dollar amounts of assets and credit-equivalent amounts of off-balance sheet
items are multiplied by one of several risk adjustment percentages, which range from 0% for assets with low
credit risk, such as certain U.S. Treasury securities, to 100% for assets with relatively high credit risk, such as
unsecured loans. As of December 31, 2006 and 2003, the Bank’s Total Risk-Based Capital Ratios were 12.47%
and 12.49%, respectively, and its Tier 1 Risk-Based Capital Ratios were 11.22% and 11.24%, respectively. As of
December 31, 2006 and 2005, the consolidated Company’s Total Risk-Based Capital Ratios were 12.92% and
12.86%, respectively, and its Tier 1 Risk-Based Capital Ratios were 10.83% and 9.92%, respectively.
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The risk-based capital requirements also take intc account concentrations of credit involving collateral or
loan type and the risks of “non-traditional” activities (those that have not customarily been part of the banking
business). The regulations require institutions with high or inordinate levels of risk to operate with higher
minimum capital standards, and authorize the regulators to review an institution’s management of such risks in
assessing an institution’s capital adequacy.

Additionally, the regulatory Statements of Policy on risk-based capital include exposure to interest rate risk
as a factor that the regulators will consider in evaluating an institution’s capital adequacy, although interest rate
risk does not impact the calculation of the risk-based capital ratios. Interest rate risk is the exposure of a bank’s
current and future earnings and equity capital 1o adverse movements in interest rates. While interest risk is
inherent in a bank’s role as a financial intermediary, it introduces volatility to earnings and to the economic value
of the bank.

The FDIC and the Federal Reserve Board also require financial institutions to maintain a leverage capital
ratio designed to supplement the risk-based capital guidelines. Banks and bank holding companies that have
received the highest rating of the five categories used by regulators to rate banks and are not anticipating or
experiencing any significant growth must maintain a ratio of Tier 1 capital (net of all intangibles) to adjusted
total assets (“Leverage Capital Ratio”) of at least 3%. All other institutions are required to maintain a leverage
ratio of at least 4% to 5%. Pursuant to federal regulations, banks must maintain capital levels commensurate with
the level of risk to which they are exposed, including the volume and severity of problem loans, and federal
regulators may set higher capital requirements when a bank’s particular circumstances warrant. The Bank’s
Leverage Capital Ratios were 9.82% and 10.21% on December 31, 2006 and 2005, respectively. As of
December 31, 2006 and 2005, the consolidated Company’s Leverage Capital Ratios were 9.46% and 9.02%,
respectively. All of the above ratios exceeded regulatory minimums.

For more information on the Company’s capital, see Part II, Item 7, Management’s Discussion and Analysis
of Financial Condition and Results of Operation—Capital Resources. Risk-based capital ratio requirements are
discussed in greater detail in the following section,

Prompt Corrective Action Provisions

Federal law requires each federal banking agency to take prompt corrective action to resolve the problems
of insured financial institutions, including but not limited to those that fall below one or more prescribed
minimum capital ratios. The federal banking agencies have by regulation defined the following five capital
categories: (1) “well capitalized” (Total Risk-Based Capital Ratio of 10%; Tier 1 Risk-Based Capital Ratio of
6%; and Leverage Ratio of 5%); (2) “adequately capitalized” (Total Risk-Based Capital Ratio of 8%; Tier 1
Risk-Based Capital Ratio of 4%; and Leverage Ratio of 4%) (or 3% if the institution receives the highest rating
from its primary regulator); (3) “undercapitalized” (Total Risk-Based Capital Ratio of less than 8%; Tier 1 Risk-
Based Capital Ratio of less than 4%; or Leverage Ratio of less than 4%) (or 3% if the institution receives the
highest rating from its primary regulator); (4) “significantly undercapitalized” (Total Risk-Based Capital Ratio of
less than 6%: Tier | Risk-Based Capital Ratio of less than 3%; or Leverage Ratio less than 3%); and
(5) “critically undercapitalized” (tangible equity to total assets less than 2%). As of December 31, 2006 and
2005, the Bank was deemed “well capitalized” for regulatory capital purposes. A bank may be treated as though
it were in the next lower capital category if after notice and the opportunity for a hearing, the appropriate federal
agency finds an unsafe or unsound condition or practice so warrants, but no bank may be treated as “criticalty
undercapitalized” unless its actual capital ratio warrants such treatment.

At each successively lower capital category, an insured bank is subject to increased restrictions on its
operations. For example, a bank is generally prohibited from paying management fees to any controlling persons
or from making capital distributions if to do so would make the bank “undercapitalized.” Asset growth and
branching restrictions apply to undercapitalized banks, which are required to submit written capital restoration
plans meeting specified requirements (including a guarantee by the parent holding company, if any).
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“Significantly undercapitalized™ banks are subject to broad regulatory authority, including among other things,
capital directives, forced mergers, restrictions on the rates of interest they may pay on deposits, restrictions on
asset growth and activities, and prohibitions on paying bonuses or increasing compensation to senior executive
officers without FDIC approval. Even more severe restrictions apply to critically undercapitalized banks. Mast
importantly, except under limited circumstances, not tater than 90 days after an insured bank becomes critically
undercapitalized, the appropriate federal banking agency is required to appoint a conservator or receiver for the
bank.

In addition to measures taken under the prompt corrective action provisions, insured banks may be subject
to potential actions by the federal regulators for unsafe or unsound practices in conducting their businesses or for
violations of any law, rule, regulation or any condition imposed in writing by the agency or any written
agreement with the agency. Enforcement actions may include the issuance of a memorandum of understanding,
cease and desist orders, termination of insurance of deposits (in the case of a bank), the imposition of civil money
penalties, the issnance of directives to increase capital, formal and informal agreements, or removal and
prohibition orders against “institution-affiliated” parties.

Safety and Soundness Standards

The federal banking agencies have also adopted guidelines establishing safety and soundness standards for
all insured depository institutions. Those guidelines relate to internal controls, information systems, internal audit
systems, loan underwriting and documentation, compensation and interest rate exposure. In general, the
standards are designed to assist the federal banking agencies in identifying and addressing problems at insured
depository institutions before capital becomes impaired. If an institution fails to meet these standards, the
appropriate federal banking agency may require the institution to submit a compliance plan and institute
enforcement proceedings if an acceptable compliance plan is not submitted.

Insurance of Deposit Accounts

The Bank’s deposit accounts are insured by the FDIC and are therefore subject to FDIC deposit insurance
assessments. The FDIC Reform Act of 2005, which was enacted in February 2006, merged the Bank Insurance
Fund and the Savings Association Insurance Fund into one fund (the “Deposit Insurance Fund™); increased
insurance coverage for retirement accounts to $250,000; indexed the deposit insurance levels for inflation every
five years; changed the designated reserve ratio for the Deposit Insurance Fund to a range of between 1.15% and
1.50% of estimated insured deposits; and required the FDIC to provide cash rebates to insured institutions under
certain circumstances,

Effective January 1, 2007, the FDIC adopted final regulations pursuant to the above legistation to more
closely tie each financial institution’s deposit insurance premiums to the risk it poses to the Deposit [nsurance
Fund. Under the new regulations, the FDIC evaluates the risk of each financial institution based on its
supervisory rating, financial ratios, and long-term debt issuer rating. The current rates under the new regulations
for nearly all insured financial institutions vary between five and seven cents per 3100 of assessable deposits.
The FDIC allows the use of credits for certain assessments previously paid, and the Bank believes that it has
credits that will offset certain assessments.

In addition, banks must continue to pay an amount toward the retirement of the Financing Corporation
bonds issued in the 1980’s to assist in the recovery of the savings and Joan industry. This amount fluctuates but
for the first quarter of 2007 is 1.22 cents per $100 of insured deposits. These assessments will continue until the
Financing Corporation bonds mature in 2017 through 2019.

Community Reinvestment Act

The Bank is subject to certain requirements and reporting obligations under the Community Reinvestment
Act (“CRA™). The CRA generally requires the federal banking agencies to evaluate the record of a financial
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institution in meeting the credit needs of its local communities, including low and moderate-income
neighborhoods. The CRA further requires the agencies to consider a financial institution’s record of meeting its
community credit needs when evaluating applications for, among other things, domestic branches, consummating
mergers or acquisitions, or holding company formations. In measuring a bank’s compliance with its CRA
obligations, the regulators utilize a performance-based evaluation system which bases CRA ratings on the bank’s
actual lending service and investment performance, rather than on the extent to which the institution conducts
“needs” assessments, documents community outreach activities or complies with other procedural requirements.
In connection with its assessment of CRA performance, the FDIC assigns a rating of “outstanding,”
“satisfactory,” “needs to improve” or “substanmiial noncompliance.” The Bank was last examined for CRA
compliance in July 2006, and received a “satisfactory” CRA Assessment Rating.

Other Consumer Protection Laws and Regulations

The bank regulatory agencies are increasingly focusing attention on compliance with consumer protection
laws and regulations. Examination and enforcement has become intense, and banks have been advised to
carefully monitor compliance with various consumer protection laws and their implementing regulations. The
federal Interagency Task Force on Fair Lending issued a policy statement on discrimination in home mortgage
lending describing three methods that federal agencies will use to prove discrimination: overt evidence of
discrimination, evidence of disparate treatment, and evidence of disparate impact. In addition to CRA and fair
lending requirements, the Bank is subject to numerous other federal consumer protection statutes and regulations.
Due to heightened regulatory concern related to compliance with consumer protection laws and regulations
generally, the Bank may incur additional compliance cosis or be required to expend additional funds for
investments in the local communities it serves.

Interstate Banking and Branching

The Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 (the “Interstate Banking Act”)
regulates the interstate activities of banks and bank holding companies and establishes a framework for
nationwide interstate banking and branching. Since June 1, 1997, a bank in one state has generally been
permitted to merge with a bank in another state without the need for explicit state law authorization. However,
states were given the ability to prohibit interstate mergers with banks in thetr own state by “opting-out” (enacting
state legislation applying equality to all out-of-state banks prohibiting such mergers) prior to June 1, 1997.

Since 1995, adequately capitalized and managed bank holding companies have been permitted to acquire
banks located in any state, subject to two exceptions: first, any state may still prohibit bank holding companies
from acquiring a bank which is less than five years old; and second, no interstate acquisition can be
consummated by a bank holding company if the acquirer would control more than 10% of the deposits held by
insured depository institutions nationwide or 30% or more of the deposits held by insured depository institutions
in any state in which the target bank has branches.

A bank may establish and operate de novo branches in any state in which the bank does not maintain a
branch if that state has enacted legislation to expressly permit all out-of-state banks to establish branches in that
state.

In 1995, California enacted legislation to implement important provisions of the Interstate Banking Act
discussed above and to repeal California’s previous interstate banking laws, which were largely preempted by the
Interstate Banking Act.

The changes effected by the Interstate Banking Act and California laws have increased competition in the
environment in which the Bank operates to the extent that out-of-state financial institutions directly or indirectly
enter the Bank’s market areas. It appears that the Interstate Banking Act has contributed to the accelerated
consolidation of the banking industry.
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Financial Modernization Act

Effective March 11, 2000, the Gramm-Leach-Bliley Act, also known as the “Financial Modernization Act,”
enabied full affiliations to occur among banks and securities firms, insurance companies, and other financial
service providers, and enabled full affiliations to occur between such entities. This legislation permits bank
holding companies to become “financial holding companies™ and thereby acquire securities firms and insurance
companies and engage in other activities that are financial in nature. A bank holding company may become a
financial holding company if each of its subsidiary banks is “well capitalized” and “well managed” under
applicable definition, and has at least a satisfactory rating under the CRA by filing a declaration that the bank
holding company wishes to become a financial holding company. No regulatory approval will be required for a
financial holding company to acquire a company, other than a bank or savings association, engaged in activities
that are “financial in nature” or incidental to activities that are financial in nature, as determined by the Federal
Reserve Board. The Company has no current intention of becoming a financial holding company, but may do so
at some point in the future if deemed appropriate in view of opportunities or circumstances at the time.

The Financial Modernization Act defines “financial in nature” to include securities underwriting, dealing
and market making; sponsoring mutual funds and investment companies; insurance underwriting and agency;
_merchant banking activities; and activities that the Federal Reserve Board has determined to be closely related to
banking. A national bank (and therefore, a state bank as well) may also engage, subject to limitations on
investment, in activities that are financial in nature, other than insurance underwriting, insurance company
portfolio investment, real estate development and real estate investment, through a financial subsidiary of the
bank, if the bank is well capitalized, well managed and has at least a satisfactory CRA rating. Subsidiary banks of
a financial holding company or national banks with financial subsidiaries must continue to be well capitalized
and well managed in order to continue to engage in activities that are financial in nature without regulatory
actions or restrictions, which could include divestiture of financial subsidiaries. In addition, a financial holding
company or a bank may not acquire a company that is engaged in activities that are financial in nature unless
each of the subsidiary banks of the financial holding company or the bank has a CRA rating of satisfactory or
better.

The Financial Modemization Act also imposes significant requirements on financial institutions with respect
to the privacy of customer information, and modifies other existing laws, including those related to community
reinvestment. '

USA Patriot Act of 2001

The USA Patriot Act of 2001 (“The Patriot Act™) was enacted in October 2001 in response to the terrorist
attacks in New York, Pennsylvania and Washington, D.C. on September 11, 2001. The Patriot Act was intended
to strengthen U.S. law enforcement’s and the intelligence communities’ ability to work cohesively to combat
terrorism on a variety of fronts. The impact of the Patriot Act on financial institutions of all kinds has been
significant and wide ranging. The Patriot Act substantially enhanced existing anti-money laundering and
financial transparency laws, and required appropriate regnlatory authorities 1o adopt rules to promote cooperation
among financial institutions, regulators, and law enforcement entities in identifying parties that may be involved
in terrorism or money laundering. Under the Patriot Act, financial institutions are subject to prohibitions
regarding specified financial transactions and account relationships, as well as enhanced due diligence and “know
your customer” standards in their dealings with foreign financial institutions and foreign customers. For example,
the enhanced due diligence policies, procedures, and controls generally require financial institutions to take
reasonable steps to:

* conduct enhanced scrutiny of account relationships to guard against money laundering and report any
suspicious transactions;

= asceriain the identity of the nominal and beneficial owners of, and the source of funds deposited into,
each account as needed to guard against money laundering and report any suspicious transactions;
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» ascertain for any foreign bank, the shares of which are not publicly traded, the identity of the owners of
the foreign bank, and the nature and extent of the ownership interest of each such owner; and

= ascertain whether any foreign bank provides correspondent accounts to other foreign banks and, if so,
the identity of those foreign banks and related due diligence information.

The Patriot Act also requires all financial institutions to establish anti-money laundering programs, which
must include, at minimum:

+ the development of internal policies, procedures, and controls;
» the designation of a compliance officer;
* an ongeing employee training program; and

* an independent audit function to test the programs.

The Company implemented the requirements under the Patriot Act during 2001 and 2002. Compliance with
such requirements has all been accomplished with existing staff, so the financial impact on the Company has
been negligible.

Sarbanes-Oxley Act of 2002

The Sarbanes-Oxley Act of 2002 (“Sarbanes-Oxley”) was enacted to increase corporate responsibility,
provide for enhanced penalties for accounting and auditing improprieties at publicly traded companies, and
protect investors by improving the accuracy and reliability of disclosures pursuant to the securities laws.
Sarbanes-Oxley includes important new requirements for public companies in the areas of financial disclosure,
corporate governance, and the independence, composition and responsibilities of audit committees. Ameng other
things, Sarbanes-Oxley mandates chief executive and chief financial officer certifications of periodic financial
reports, additional financial disclosures concerning off-balance sheet items, and speedier transaction reporting
requirements for executive officers, directors and 10% shareholders. In addition, penalties for non-compliance
with the Exchange Act were heightened. SEC rules promulgated pursuant to Sarbanes-Oxley impose obligations
and restrictions on auditors and audit committees intended to enhance their independence from management, and
include extensive additional disclosure, corporate governance and other related rules. Sarbanes-Oxley represenis
significant federal involvement in matters traditionally left to state regulatory systems, such as the regulation of
the accounting profession, and to state corporate law, such as the relationship between a Board of Directors and
management and between a Board of Directors and its committees.

We have not experienced any significant difficulties in complying with Sarbanes-Oxley. However, we have
incurred, and expect to continue to incur, significant costs in connection with compliance with Section 404 of
Sarbanes-Oxley, which requires management to undertake an assessment of the adequacy and effectiveness of
our internal controls over financial reporting and requires our auditors to attest to, and report on, management’s
assessment and the operating effectiveness of these controls. The Company expensed approximately $81,000 in
2006 and $70,000 in 2003, on compliance with Section 404 of the Sarbanes-Oxley Act of 2002,

Other Pending and Proposed Legislation

Other legislative and regulatory initiatives which could affect the Company, the Bank and the banking
industry in general are pending, and additional initiatives may be proposed or introduced, before the U.S.
Congress, the California legislature and other governmental bodies in the future. Such proposals, if enacted, may
further alter the structure, regulation and competitive relationship among financial institutions, and may subject
the Bank to increased regulation, disclosure and reporting requirements. In addition, the various banking
regulatory agencies often adopt new rules and regulations to implement and enforce existing legislation. It cannot
be predicted whether, or in what form, any such legislation or regulations may be enacted or the extent to which
the business of the Company or the Bank would be affected thereby.
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ITEM 1A. RISK FACTORS

Statements and financial discussion and analysis by management contained throughout this report that are
not historical facts are forward-looking statements made pursuant to the safe harbor provisions of the Private
Securities Litigation Reform Act of 1995. Forward-looking statements involve a number risks and uncertainties,
The important factors that could cause actual results to differ materially from the forward-looking statements
herein include, without limitation, the factors set forth below. The risks and uncertainties described below are not
the only risks we face. Additional risks and uncertainties not presently known to us or that management currently
believes are immaterial also may impair our business. If any of the events described in the foltowing risk factors
occur, our business, results of operations and financial condition could be adversely affected materially. In
addition, the trading price of our common stock could decline due to any of the events described in these risks.

Changes in economic conditions in eur market areas could hurt our business materially.

A substantial majority of our loans are generated in the greater San Bernardino, Orange, Riverside, San
Diego and Los Angeles County areas in Southern California. Qur business is directly affected by factors such as
economic, political and market conditions, broad trends in industry and finance, legislative and regulatory
changes, changes in government monetary and fiscal policies and inflation, all of which are beyond our control.
The State of California continues to face challenges upon which the long-term impact on the State’s economy
cannot be predicted. A deterioration in economic conditions in Southern California, whether caused by national
concerns or local concerns, may result in higher than expected loan delinquencies or problem assets, a decline in
the values of the collateral that we take to secure our loan portfolio, a decrease in demand for our products and
services, or lack of growth or a decrease in low cost or noninterest bearing deposits; any of which may materially
hurt our business. While our market areas have not experienced the same degree of challenges, no assurance can
be given that this will continue to be the case.

Concentrations of real estate loans could subject us to increased risks in the event of a real estate recession
or natural disaster.

Our loan portfolio is heavily concentrated in real estate loans consisting of construction and development,
residential and commercial and multi-family. At December 31, 2006, 59% of our loan portfolio was concentrated
in real estate loans. During 2006, real estate prices in Southern California continued 1o rise, and construction in
our area has been thriving. Between December 31, 2005 and December 31, 2006 our real estate loans increased
$28.8 million or 13% from $225.5 million to $254.3 million. A deterioration in the real estate market in the areas
we serve could have an adverse effect on the collateral valve for many of our loans and effect the repayment
ability of many of our borrowers. In addition, deterioration in the real estate market we serve would affect the
amount of loans we make to businesses in the construction and real estate industry, which could negatively
impact our results of operations. Similarly, the occurrence of a natural or manmade disaster in California could
impair the value of the collateral we hold for real estate secured loans and negatively impact our results of
operations.

All of our lending involves underwriting risks, especially in a competitive lending market.

At December 31, 2006, construction and development loans represented 40%, residential, commercial and
multi-family loans represented 19% and commercial loans represented 38% of our total loan portfolio.

Commercial tending, even when secured by the assets of a business, involves considerable risk of loss in the
event of failure of the business. To reduce such risk, we typically take additional security interests in other
collateral, such as real property, certificates of deposit or life insurance, and/or obtain personal guarantees.

Construction lending differs from other types of real estate lending because of uncertainties inherent in

estimating construction costs, the length of the construction period and the market for the project upen
completion. Commercial mortgage lending entails risks of delays in leasing and excessive vacancy rates. All real
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estate secured lending involves risks that real estate values in general will fall and that the value of the particular
real estate security for a loan will fall. We seek to reduce our risk of loss through our underwriting and
monitoring procedures.

We may experience loan losses in excess of our allowance for loan losses.

The risk of credit losses on loans varies with, among other things, general economic conditions, the type of
loan being made, the creditworthiness of the borrower over the term of the loan, and in the case of a
collateralized loan, the value and marketability of the collateral for the loan. We have adopted underwriting and
credit monitoring procedures and credit policies, including the establishment and review of the allowance for
credit fosses, that management believes are appropriate to minimize this risk by assessing the likelihood of
nonperformance, tracking loan performance and diversifying our credit portfolio. These policies and procedures,
however, may not prevent unexpected losses that could have a material adverse effect on our results of
operations, Management maintains an allowance for loan losses based upon, among other things, historical
experience, an evaluation of economic conditions and regular reviews of delinquencies and loan portfolio quality.
Based upon such factors, management makes various assumptions and judgments about the ultimate collectibility
of the loan portfolio and provides an allowance for loan losses based upon a percentage of the outstanding
balances and for specific loans when their ultimate collectibility is considered questionable.

As of December 31, 20086, our allowance for loan losses was approximately $5.7 million, which represented
1.33% of outstanding loans, net of unearned income. Although management believes that cur allowance for loan
losses is adequate, there can be no assurance that the allowance will prove sufficient to cover future loan losses.
Further, although management uses the best information available to make determinations with respect to the
allowance for loan losses, future adjustments may be necessary if economic conditions differ substantially from
the assumptions used or adverse developments arise with respect to the non-performing or performing loans. If
management’s assumptions and judgments prove to be incorrect and the allowance for loan losses is inadequate
to absorb future tosses, or if the bank regulatory authorities require us to increase our allowance for loan losses as
a part of their examination process, our earnings and potentially even our capital could be significantly and
adversely affected. See “Item 7, Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Allowance for Loan Losses.”

We may have difficulty managing our growth.

Qur total assets have increased to $551.1 million as of December 31, 2006, from $456.2 million and
$356.7 million as of December 31, 2005 and 2004, respectively. The Company operates its main office and
construction/real estate loan production offices in downtown Redlands, California, a full-service branch, its
Religious Lending Group and SBA/Commercial Lending Group in Brea, California, and its Homeowners’
Association and full branch in Escondido, California. The Company also operates full-service branches in Palm
Desert; Irwindale, and Temecula, California that opened in March 2003, February 2005 and August 2005,
respectively.

Management intends to grow the Company internaily by further establishing our existing branch offices and
loan production offices. We intend to investigate future opportunities to acquire or combine with additional
financial institutions, however, no assurance can be provided that we will be able to identify additional suitable
acquisition targets or consummate any such acquisition in the future.

Our ability to manage growth will depend primarily on our ability to:

* monitor and manage expanded cperations;

= control funding costs and operating expenses;

+ maintain positive customer relations; and

= attract, assimilate and retain qualified personnel.
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If we fail to achieve these objectives in an cfficient and timely manner we may experience disruptions in our
business plans, and our financial condition and results of operations could be adversely affected.

We do not expect to pay significant cash dividends in the future.

We believe the most effective use of our capital and earnings is to finance our growth and operations. For
this reason, we expect to retain all or the vast majority of our earnings rather than distribute them to shareholders
in the form of dividends. However, we may ‘consider cash distributions in the form of cash dividends to
shareholders in the future, although we do not currently expect any such dividends to be significant.

We are a legal entity separate and distinct from our subsidiary. Substantially all of our revenue and cash
flow, including funds available for the payment of dividends and other operating expenses, is dependent upon the
payment of dividends to us by the Bank. Dividends payable to us by the Bank are restricted under California and
federal laws and regulations. See “Item 5, Market for Registrant’s Common Equity, Related Shareholder Matters
and Issuer Purchases of Equity Securities—Dividends.”

There is a limited public market for our stock, so you may not be able to sell your shares at the times and
in the amounts you want,

Our common stock is not listed on any exchange or on Nasdaq. Our common stock is quoted on the OTC
Bulletin Board, and there are a few securities brokers who are involved in trading our common stock; however,
trading in our common stock has not been extensive and there can be no assurance that a more active trading
market will develop in the foreseeable future. As a result, while our common stock is not subject to any specific
restrictions on transfer, you may have difficulty selling your shares of common stock at the times and in the
amounts you may desire.

We operate in a competitive market dominated by banks and other financial services providers, many of
which have lower cost structures and offer more services and our efforts to compete may not be successful.

In California generally, and in our primary service area specifically, branches of major banks dominate the
commercial banking industry. By virtue of their larger capital, such institutions have substantially greater lending
limits than we have, and perform certain functions for their customers, including trust services and international
banking, which we are not equipped to offer directly (but some of which we offer indirectly through
correspondent relationships). Many of these banks also operate with “economies of scale” that result in lower
operating costs than ours on a per loan or per asset basis.

We also compete with other financial institutions such as savings and loan associations, credit unions, thrift
and loan companies, mortgage companies, securities brokerage companies and insurance companies located
within and without our service area, and with quasi-financial institutions such as money market funds, for
deposits and loans. Financia! services like ours are increasingly offered over the Internet on a national and
international basis, and we compete with providers of these services as well. Ultimately, competition can drive
down our interest margins and reduce our profitability. It also can make it more difficult for us to continue to
increase the size of our loan portfolio and deposit base. See “Item 1, Business—Competition.”

Interest rate fluctvations and other economic conditions which are heyond our centrol could negatively
impact our profitability.

Banking companies’ earnings depend largely on the relationship between the cost of funds, primarily
deposits and borrowings, and the yield on earning assets, such as loans and investment securities. This
relationship, known as the interest rate spread, is subject to fluctuation and is affected by the monetary policies of
the Federal Reserve Board, the international interest rate environment, as well as by economic, regulatory and
competitive factors which influence interest rates, the volume and mix of interest-earning assets and
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interest-bearing liabilities, and the level of nonperforming assets. Many of these factors are beyond our control.
Fluctuations in interest rates affect the demand of customers for our products and services. We are subject to
interest rate risk to the degree that our interest-bearing liabilities reprice or mature more slowly or more rapidly
or on a different basis than our interest-earning assets. Given our current volume and mix of interest-bearing
liabilities and interest-earning assets, our interest rate spread could be expected to increase during times of rising
interest rates and, conversely, to decline during times of falling interest rates. Therefore, significant fluctuations
in interest rates may have an adverse or a positive effect on our results of operations. See “Item 7, Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Market Rate Risk/Interest Rate Risk
Management.”

We depend on our executive officers and key personnel to implement our business strategy and could be
harmed by the loss of their services.

We believe that our growth and future success will depend in large part upon the skills of our management
team. The competition for qualified personnel in the financial services industry is intense, and the loss of our key
personnel or an inability to continue to attract, retain or motivate key personnel could adversely affect our
business. We cannot assure you that we will be able to retain our existing key personnel or to attract additional
qualified personnel.

Our President and Chief Executive Officer joined us in March 2002 as Executive Vice President and Chief
Credit Officer and was promoted to his current position in October 2004; our Executive Vice President and Chief
Credit Officer joined us in April 2005; our Executive Vice President and Chief Financial Officer has served in
that capacity since the Company was formed in 1999. She has been Chief Financial Officer of the Bank since its
inception in 1990, initially as Vice President until 1993, then as Senior Vice President until she was promoted to
Executive Vice President in 1997. Our Executive Vice President and Chief Operating Officer joined us on a full-
time basis in January 2001 and was promoted to her current position in December 2002.

Because of certain change in control provisions in employment and salary continuation agreements, a
change in control of our company or our management could be delayed or prevented.

QOur Chief Financial Officer and our Chief Operating Officer each have employment agreements that have
3-year terms beginning in December 2004 and expire in December 2007, with a |-year renewal. The employment
agreements provide for severance payments if their respective employment arrangements are actually or
constructively terminated or in connection with a change in control of the Company or its subsidiary. These same
two individuals, as well as three other officers of the Bank, including our Chief Executive Officer and our Chief
Credit Officer also have salary continuation agreements, which provide for accelerated vesting of all or a portion
of their annual retirement benefits under similar circumstances. These provisions may make it more expensive
for another company to acquire us, which could reduce the market price of our common stock and the price that
you receive if you sell your shares in the future.

ITEM 1B. UNRESOLVED STAFF COMMENTS
Not applicable.

ITEM2. PROPERTIES

The Company’s administrative headquarters is located at 218 East State Street, Redlands, California. The
property is unencumbered and owned by the Company. It consists of approximately 8,500 square feet in a
two-story building. Management believes that the Company’s existing back office facilities are adequate to
accommodate the Company’s operations for the immediately foreseeable future, although administrative office
expansion is planned.
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The Company leases from unrelated parties, its Construction/Real Estate Loan production offices in
downtown Redlands, California, its Reltgious Lending Group and its SBA/Commercial Lending Group and a
full-service branch in Brea, California, its Homeowner’s Association department and a full-service branch in
Escondido, California and full-service branches in Palm Desert, Irwindale and Temecula, California.

ITEM 3. LEGAL PROCEEDINGS

We are a party from time to time to claims and legal proceedings arising in the ordinary course of business.
After taking into consideration the factors underlying these claims and information provided by our litigation
counsel as to the current status of these claims or proceedings to which we are a party, we are of the opinion that
the ultimate aggregate liability represented thereby, if any, will not have a materiat adverse effect on our
financial condition or results of operations.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
Not applicable.
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PARTII

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED SHAREHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

(a) Market Information

Our common stock is traded on the OTC Bulletin Board under the symbol “FCEN.” Trading in the stock has
not been extensive and such trades cannot be characterized as amounting to an active trading market.

The information in the following table indicates the high and low quotations and approximate volume of
trading for cur common stock for each quarterly period since January 1, 2005, and is based upon information
provided by public sources. The high and low prices and trading volume have been adjusted to give effect to all
stack dividends and distributions, including the 50% stock distribution paid on April 3, 2006 to sharcholders of
record as of March 3, 2006.

In addition, the prices indicated reflect inter-dealer prices and trades, without retail mark-up, mark-down or
commission and may not represent actual transactions.

Calendar Quarter Ended High Low Volume
March 31,2005 ... ... . . e $25.33 $2246 197,100
June 30,2005 ... ... $24.50  $22.67 71,400
September 30,2005 ............ . ... $24.67 $22.67 54,450
December 31,2005 ... .. . $23.13 $21.33 86,700
March 31,2006 .. ... ... .. ... i, $26.67 $21.47 520,800
June 30,2006 . ... ... e $26.67 $27.40 90,100
September 30,2006 . ........ ... .. ... ... $35.00 $32.25 85,700
December 31,2006 ... ... ... $33.75  $32.25 88,600
(b) Holders

As of December 31, 2006, there were approximately 482 shareholders of record of our common stock.

(c) Dividends

As a bank holding company, which currently has no significant assets other than our equity interest in the
Bank, our ability to pay dividends depends primarily upon the dividends we receive from the Bank. The dividend
practice of the Bank, like our dividend practice, will depend upon its earnings, financial position, current and
anticipated cash requirements and other factors decmed relevant by the Bank’s Board of Directors at that time.

The Bank’s ability to pay cash dividends to us is also subject to certain legal limitations. Under California
law, banks may declare a cash dividend out of their net profits up to the lesser of retained earnings or the net
income for the last three fiscal years (less any distributions made to Shareholders during such period), or with the
prior written approval of the Commissioner of Financial Institutions, in an amount not exceeding the greatest of
(1) the retained earnings of the bank, (ii) the net income of the bank for its last fiscal year, or (iii) the net income
of the bank for its current fiscal year. In addition, under federal law, banks are prohibited from paying any
dividends if after making such payment they would fail to meet any of the minimum regulatory capital
requirements. The federal regulators also have the authority to prohibit banks from engaging in any business
practices which are considered to be unsafe or unsound, and in some circumstances the regulators might prohibit
the payment of dividends on that basis even though such payments would otherwise be permissible.

Our ability to pay dividends is also limited by state corporation law. The California General Corporation
Law allows us to pay dividends to our shareholders if our retained earnings equal at least the amount of the
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proposed dividend. If we do not have sufficient retained earnings available for the proposed dividend, we may
still pay a dividend to our shareholders if we meet two conditions after giving effect to the dividend. Those
conditions are generally as follows: (i) our assets (exclusive of goodwill and deferred charges) would equal at
least 14 times our liabilities; and (ii) our current assets would equal at least our current liabilities or, if the
average of our earnings before taxes on income and before interest expense for two preceding fiscal years was
less than the average of our interest expense for such fiscal years, then our current assets must equal at least 1 Vs
times our current liabilities,

Shareholders are entitled to receive dividends only when and if declared by our Board of Directors.
Although we paid cash dividends in 2000 and 2001, we have no intention to pay cash dividends in the
foreseeable future. Instead, we intend to retain our earnings for the purpose of supporting our future growth,
However, since 1997 we have paid eight stock dividends or distributions to our shareholders, including a 50%
stock distribution in April 2006.

The table below sets forth information concerning all dividends paid since 1997. Dividends paid in 2000
through 2006 were paid by the Company, and dividends paid prior to 2000 were paid by the Bank.

Stock Cash Stock Cash
Year Dividends/Distributions Dividends Year Dividends/Distributions Dividends
2006 50% — 2001 —_ 5¢
2005 7% — 2000 5% 10¢
2004 25% — 1999 — —
2003 5% — 1998 25% —
2002 5% — 1997 T% —

During any period in which the Company has deferred payment of interest otherwise due and payable on its
subordinated debt securities, we may not make any dividends or distributions with respect to our capital stock.
See “Item 7, Management’s Discussion and Analysis of Financial Condition and Results of Operations — Capital
Resources.”

Securities Authorized For Issuance Under Equity Compensation Plans

The following table provides information as of December 31, 2006, with respect to optiens outstanding and
available under our 2001 Stock Incentive Plan, as amended and restated March 19, 2004, which is our only
equity compensation plan other than an employee benefit plan meeting the qualification requirements of
Section 401(a) of the Internal Revenue Code:

Number of Securities

to be Issued Weighted-Average  Number of Securities
Upon Exercise of Exercise Price- of Remaining Available
Plan Category Outstanding Options' Outstanding Options  for Future Issuance
Equity compensation plans approved by security
holders ......... ... ... . iil.. 602,224 $15.66 109,805

I As adjusted to reflect the 50% stock distribution paid on April 3, 2006 to shareholders of record as of
March 3, 2006.

(d) Stock Repurchases

There were no stock repurchases during 2006; however, the Company did retire 578 shares of common
stock due to the forfeiture of unvested restricted stock awards.
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Performance Graph

The following graph compares the yearly percentage change in the cumulative total shareholders’ return on
the Company’s stock with the cumulative total return of (i) the Nasdaq market index; (ii) an index comprised of
banks and bank holding companies located throughout the United States with total assets of between
$500 million $1.0 billion; (“*SNL Bank $500M—3$1B”") and (iii) all banks and bank holding companies listed on
Nasdag (“SNL Bank Index”). The latter two indexes were compiled by SNL Financial of Charlotiesville,
Virginia. The graph assumes an initial investment of $100 and reinvestment of dividends,

The graph is not necessarily indicative of future price performance.
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Period Ending
Index 12/31/01  12/31/02 1231703 12731/04  12/31/05  12/31/06
Ist Centennial Bancorp ................. ... ot 100.00 15534 17519 271.85 262.60 409.05
NASDAQComposite ..........cveeemiaaaan.n. 100.00 68.76 103.67 113.16 11557 127.58
SNL Bank $500M-S$IB . ...... .. .. ... ...t 100.00 127.67 184.09 208.62 2t7.57 24744
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* Source: SNL Financial, Charlottsville, Virginia.

20




ITEM 6. SELECTED FINANCIAL DATA

Selected Financial Data |

You should read the selected financial data presented below in conjunction with our audited consolidated
financial statements, including the related notes and “Management’s Discussion and Analysis of Financial
Condition and Results of Operations,” included elsewhere herein. The selected financial data as of December 31,
2006 and 2005 and for each of the years in the three-year period ended December 31, 2006 is derived from our
audited consolidated financial statements and related notes, which are included in this Annual Report. The
selected financial data for prior years is derived from our audited consolidated financial statements, which are not
included in this Annual Report. All per share information has been adjusted for stock splits and dividends
declared from time to time.

As of and For the Years Ended December 31,
2006 2005 2004 2003 2002
{Dollars in Thousands, except per share data)

Income Statemnent Summary:

Interest income ........................ $ 40,7433 33,196 %3 23718 % 16,655 $ 14,486
Interestexpense ............ ... ..., 12,424 7,056 3,335 2,106 2,377
Net interest income before provision for loan
loSSes ... e 28,319 26,140 20,383 14,549 12,109
Provision for loan tosses ................. 1,320 2,140 2,098 360 477
Noninterest inComMe . .. ... 3,024 4,456 2,608 3,031 2,424
Noninterest expense .................... 17,760 20,113 16,080 13,991 11,548
Income before income tax expenses ........ 12,263 8.343 4,813 3,229 2,508
Income tax expense . ..............c..unn 4 836 3,260 1,793 1,141 802
Netincome ...........ovueoeueennenn. $ 7427% 5083 % 30208 2,088 % 1,706
Balance Sheet Summary:
Totalassets .............ccviiiiiinnnn. $ 551,127% 456,192 $ 356,678 $ 254,383 § 207,858
Cash and due from banks ................ 18,385 16,862 5,695 9,948 12,010
Federalfundssold ...................... 2,900 21,505 —_— — 2,010
Securities . .. ... i 72,649 12,208 20,096 35,539 32,335
Netloans? ...................ciun.t. 426,200 381,153 308,030 188222 141,112
Totaldeposits ................cccooun-. 456,463 401,275 291,802 212,773 183,188
Borrowings from Federal Home Loan
Bank ............ ... ...l — — 21,000 7,600 —
Subordinated debentures . . ............... 18,306 18,306 13,151 6,006 6,006
Total liabilities ........................ 508,930 422,771 328,677 229,983 190,665
Total shareholders’ equity ............... 42,197 33,421 28,001 24,400 17,193
Per Share Data:
Earnings per share:3
BasiC . .ov i s $ 2338 1.62 $ 098 % 071 % 0.67
Diluted .......................... 212 1.51 0.91 0.66 0.61
Weighted average common shares
outstanding basic . . ............... 3,186,668 3,128,809 3,068,549 2922736 2,532,547
Weighted average common shares
outstanding diluted ............... 3,511,324 3,369,527 3,322,197 3,147,415 2,790,279
Bookvalue ....................... $ 13148 1061 % 899 % 8.10 $ 6.79
Performance Ratios:
Return on average equity* .. .............. 19.54% 16.77% 11.75% 9.83% 10.47%
Return on average assets® ..., ............ 1.49% 1.22% 0.94% 0.91% 0.83%
Net interest margin® .................... 6.07% 6.69% 6.91% 7.07% 6.75%
Average shareholders’ equity to average total
ASSEIS L .ottt 71.63% 7.26% 8.03% 921% 7.99%
Efficiency ratio” ....................... 56.66%  65.74% 69.94% 79.58% 79.47%
Net loans to total deposits at periodend ... .. 9337% 94.99% 105.56%  88.46% 77.03%
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As of and For the Years Ended December 31,

2006 2005 2004 2003 2002
(Dollars in Thousands, except per share data}
Asset Quality Ratios:
Nonperforming loans to total loans® .. ... ... 0.89% 0.26% 0.04% 0.33% 041%
Nonperforming assets to total loans and other
real estate owned® ... ... ... .. .. ... ... 0.89% 0.26% 0.04% 0.33% 041%
Net loan charge-offs to average loans .. ....... 0.23% 0.25% 0.03% 0.01% 0.12%
Allowance for loan losses to total loans at end of
period!® L. 1.33% 1.39% 1.33% 1.11% 1.24%
Allowance for loan losses to nonperforming
loans ....... . 148.81% 540.85% 3,309.60% 339.45% 304.99%
Capital Ratios:
Tier | capital to average assets .............. 9.46% 9.02% 9.25% 10.79% 8.28%
Tier 1 capital to total risk-weighted assets ..... 10.83% 9.92% 9.89% 12.48%  10.87%
Total capital to total risk-weighted assets . ..... 1292%  12.86% 1226% 13.63% 13.27%

L I Y R A ¥

Loans are gross, which excludes the allowance for loan losses, and net of deferred fees.

Adjusted to give retroactive effect to stock dividends and distributions.

Net income divided by average shareholders’ equity.
Net income divided by average total assets.

Net interest income as a percentage of average interest-earning assets.
Ratio of noninterest expense to the sum of net interest income before provision for loan losses and total

noninterest income excluding securities gains and losses.

Nonperforming loans consist of nonaccrual loans, loans past due 90 days or more and still accruing and

restructured loans.

Nonperforming assets consist of nonperforming loans and nonperforming other assets, including other real

estate owned.
Total loans are gross loans less unearned income.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

This discussion presents Management's analysis of the results of operations of the Company for the years
ended December 31, 2004, 2005 and 2006 and the financia} condition of the Company as of December 31, 2005
and 2006. This discussion also includes the statistical disclosures required by SEC Guide 3 (“Statistical
Disclosure by Company Holding Companies.”) The discussion should be read in conjunction with the financial
statements of the Company and the notes related thereto which appear elsewhere in this Form 10-K Annual
Report (see Item 8 below).

Statements contained in this report that are not purely historical are forward looking statements within the
meaning of Section 21E of the Securities Exchange Act of 1934 as amended, including our expectations,
intentions, beliefs, or strategies regarding the future. All forward-looking statements concerning econormic
conditions, rates of growth, rates of income or values as may be included in this document are based on
information available to us on the date noted, and we assume no obligation to update any such forward-looking
statements. It is important to note that our actual results could materially differ from those in such forward-
looking statements. Factors that could cause actual results to differ materially from those in such forward-looking
statements are fluctuations in interest rates, inflation, government regulations, local, regional and national
economic conditions, customer disintermediation and competitive product and pricing pressures in the
geographic and business areas in which we conduct our operations.

Critical Accounting Policies

The Company’s financial statements are prepared in accordance with accounting principles generally
accepted in the United States. The financial information contained within these statements is, to a significant
extent, based on approximate measures of the financial effects of transactions and events that have already
occurred. Based on its consideration of accounting policies that involve the most complex and subjective
decisions and assessments, Management has identified its most critical accounting policy to be that related to the
allowance for loan losses. The Company’s allowance for loan loss methodologies incorporate a variety of risk
considerations, both quantitative and qualitative, in establishing an allowance for loan loss that Management
believes is appropriate at each reporting date.

Quantitative factors include our historical loss experience, delinquency and charge-off trends, collateral
values, changes in nonperforming loans, and other factors. Quantitative factors also incorporate known
information about individual loans, including borrowers’ sensitivity to interest rate movements and borrowers’
sensitivity to quantifiable external factors including commodity and finished good prices as well as acts of nature
(earthquakes, floods, fires, etc.) that occur in a particular period,

Qualitative factors include the general economic environment in our markets, including economic
conditions in Southern California and in particular, the state of certain industries. Size and complexity of
individual credits in relation to lending officers’ background and experience levels, loan structure, extent and
nature of waivers of existing loan policies and pace of portfolio growth are other qualitative factors that are
considered in our methodologies.

This discussion and analysis should be read in conjunction with the Company’s financial statements and the
accompanying notes presented elsewhere herein, as well as the portion of this Management’s Discussion and
Analysis section entitled “—Financial Condition—Allowance for Loan Losses.” Although Management believes
the level of the allowance as of December 31, 2006 is adequate to absorb losses inherent in the loan pornfolio, a

decline in the regional economy may result in increasing losses that cannot reasonably be predicted at this time.
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Summary of Performance

Results of operations summary

The Company achieved record earnings in 2006. In fact, net income has increased each year since the
Company incorporated in 1999. Net income in 2006 was $7.427 million, an increase of $2.344 million, or 46%,
over the $5.083 million in net earnings recognized in 2005. Net income in 2005 of $5.083 million represented an
increase of $2.063 million, or 68%, over the $3.020 million in net earnings recognized in 2004,

Net income per basic share was $2.33 for 2006, as compared to $1.62 for 2005 and $0.98 for 2004. On a
diluted net income per share basis, net income was $2.12, $§1.51 and 30.91 for the years ended December 31,
2006, 2005 and 2004, respectively. Earnings per share calculations were adjusted to give retroactive effect to
stock splits and dividends. Return on average assets was 1.49% for 2006, compared to 1.22% for 2005 and 0.94%
for 2004. Return on average shareholders’ equity was 19.54% for 2006, compared to 16.77% for 2005 and
11.75% for 2004.

The following are other noteworthy factors relevant to the Company's results of operations for the most
recent three years:

» Net interest income was a significant contributor to the increase in net income in 2006. Net interest
income grew by $2.2 million, or 8%, in 2006 relative to 2005. Average loans grew by $49.2 million, or
149, primarily due to the continued success of our business development efforts in and around the
marketplaces we serve. In 2005 net interest income grew by $5.8 million, or 28%, primarily as a result
of the Bank’s loan growth.

* The provision for loan losses decreased 38%. For the year ended December 31, 2006, the provision
for loan losses was $1.320 million, compared to $2.140 million and $2.098 million for 2005 and 2004,
respectively. The allowance for loan losses as of December 31, 2006, 2005 and 2004 was 1.33%, 1.39%
and 1.33%, respectively, of total gross loans net of unearned income. Our analysis of the allowance for
loan losses showed these amounts to be adequate given the risk of the loan portfolio.

- Noninterest income decreased by 32% in 2006, The decrease in noninterest income was attributable
to the decrease in gains from the sale of SBA loans of $1.02! million as a result of unanticipated
personnel changes in the SBA department, which resulted in a temporary decrease in SBA loans sold
during 2006 as compared 1o the same period in 2005. It is the Company’s intention to increase
noninterest income by increasing the volume of SBA loan sales in the future; however, it is uncertain
whether such an increase will occur, The decrease of $288,000 in conduit loan referral income was
primarily the result of less income associated with loan referral activity during 2006 as compared to the
same period in 2005. In 2005, noninterest income increased 71%, primarily due to a vast increase in
gains from the sale of loans of $1,099,000, which helped the Company’s liquidity position. Conduit loan
sale income increased of $574,000, as a result of more activity in loan sales during 2005 as compared to
2004.

+ Noninterest expense decreased by 12% in 2006. During the first quarter of 2006, the Company
updated and redesigned its Loan Production Commissions and Incentives Policy. As a result,
commissions and incentives expense decreased $1.284 million. Also, during the first quarter of 2006,
the Company changed its internal credit policy relating to loan origination costs. As a result, in 2006 the
company recorded $2.2 million in deferred loan costs reducing salary expense. These decreases were
offset by increases in base salaries of $895,000 and stock option compensation cost of $533,000 due to
the adoption of FASB 123R. In 2005 noninterest expense increased by 25%. Additional staffing for the
Irwindale and Temecula branches, coupled with salary increases for the Company contributed to the
increase in salaries and employee benefits of $1.532 million. Marketing expense increased $852,000 as
a result of expenses related to ongoing business development efforts.
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* The provision for income taxes in 2006 increased $1.6 million or 48% and in 2005 increased by
$1.5 million or 82%. As a direct result of record earnings in 2006 and 2005, the provision for income
taxes increased accordingly.

Financial condition summary

The Company’s total assets were $551.1 million at December 31, 2006, an increase of $94.9 million, or
21%, compared to total assets of $456.2 million at December 31, 2005. The following are important factors in
understanding our financial condition:

» Investment securities available for sale increased by $60.4 million or 495%. In 2006 the Company’s
investment portfolio increased $60.4 million or 495% to $72.68 million. During the third quarter of
2006, the Company entered into a $30 million repurchase agreement that included an interest rate floor
to mitigate interest rate risk in a declining rate environment. The repurchase agreement is collateralized
by the purchase of a $30 million FNMA U.S. agency security. In addition, the Company added
approximately $16.0 million in federal agency mortgage-backed securities, however such securities had
a net increase of $11.6 million due to principal paydowns. Obligations of states and local government
securities increased $18.7 million as the Company took advantage of relative value in that sector.

« Net loans increased by $45.0 million or 12% frem December 31, 2005. Strong loan demand in the
Company’s market areas contributed to the increase in net loans.

* Noninterest-bearing demand deposits increased by $5.0 million or 5% from December 31, 2005.
During the third quarter of 2006 the Bank launched a noninterest-bearing deposit sales campaign. As of
December 31, 2006 the Bank was able to attract approximately $5.1 million in new noninterest-bearing
deposits, based on average balance in 2006.

« Interest-bearing deposits increased by $50.2 million or 17% from December 31, 2005. The increase
in interest-bearing deposits was primarily the result of the Company’s continued emphasis on attracting
new customers, coupled with additional brokered certificates of deposit acquired to support our loan
growth.

* Nonaccrual loans increased by $2.9 million or 288% from December 31, 2005. The increase was
primarily attributable to the addition of five commercial loans totaling $3.469 million, of which
$2.459 million was autributed to one commercial loan. There was also an addition of one residential real
estate loan totaling $18,000. The additions were partiaily offset by the payoff of three commercial loans
totaling $330,000. There were two commercial loans charged-off totaling $119,000 and three
commercial loans with principal paydowns totaling $174,000.

Results of Operations

The Company earns income from two primary sources. The first is net interest income, which is interest
income generated by interest-earning assets less interest expense on interest-bearing liabilities. The second is
noninterest income, which primarily consists of customer service fees but also comes from non-customer sources
such as loan sales, bank-owned life insurance, and other income. The majority of the Company’s noninterest
expenses are operating costs that relate to providing a full range of banking services to our customers.

Net Interest Income and Net Interest Margin

The principal component of the Company’s earnings is net interest income, which is the difference between
the interest and fees earned on loans and investments, and the interest paid on deposits and borrowed funds.
When net interest income is expressed as a percentage of average earning assets, the result is the net interest
margin. The net interest spread is the yield on average earning assets minus the average cost of interest-bearing
deposits and borrowed funds. The Company’s net interest income, interest spread, and net interest margin are
sensitive to general business and economic conditions. These cenditions include short-term and long-term
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interest rates, inflation, monetary supply, and the strength of the economy, and the local economies in which the
Company conducts business.

The net interest margin measures net interest income as a percentage of average earning assets. The net
interest margin can be affected by changes in the yield on earning assets and the cost of interest-bearing
liabilities, as well as changes in the level of interest-bearing liabilities in proportion to earning assets. The net
interest margin can also be affected by changes in the mix of earning assets as well as the mix of interest-bearing
liabilities.

2006 compared to 2005 analysis. The Company’s net interest margin as of December 31, 2006 was 6.07%
compared to 6.69% for the same period in 2005. The increase in rates paid for money market deposits, time
deposits and the addition of our repurchase agreement, coupled with the increase in the average balance on these
liabilities, were the major contributors toward compressing our net interest margin. Loan fee income decreased in
2006 a result of the change in the Company’s internal credit policy relating to loan origination cost. The decrease
in loan fees also contributed to the reduction in the net interest margin, The reduction in loan fees was offset by a
reduction in salary expense. See “Noninterest Expense” below. From December 31, 2005 to December 31, 2006
the percentage of total average deposits represented by money market deposits increased to 37% from 29%. The
shift in this average deposit mix also contributed to the reduction of the net interest margin in 2006 versus 2005.

For the year ended 2006, total interest-earning assets averaged $466.3 million, which represented an
increase of $75.8 million or 19%, as compared to $390.5 millien for the same period in 2005. This increase is
primarily attributable to the increase in loans as a result of our strong business climate and loan demand, coupled
with an increase in federal funds sold as a result of the Company’s improved liquidity position. Total interest-
bearing deposits and other interest-bearing liabilities averaged $348.3 millien, which represented an increase of
$69.4 million or 25%, as compared to $278.9 million for the same period in 2005. This increase is primarily
attributable to the increase in money market deposit and time deposit accounts. There were no Federal Home
Loan Bank borrowings outstanding during 2006 compared to an average of $22.3 million for the year ended
December 31, 2005.

The Company reported total interest income of $40.7 million for the year ended December 31, 2006, which
represented an increase of $7.5 million or 23%, over total interest income of $33.2 million for the same period in
2005. The increase is primarily the result of increases in interest and fees on loans of approximately $6.0 million
that resulted from an increase of $49.2 million in average loans as of December 31, 2006, as compared to the
same period in 2005.

The Company reported total interest expense of $12.4 million for the year ended December 31, 2006, which
represented an increase of $5.4 million or 76%, over total interest expense of $7.0 million for the same period in
2005. This increase is primarily attributable to an increase in the average balance of money market deposit and
time deposit accounts,

For the year ended December 31, 2006, net interest income before provision for loan losses was
$28.3 million, which represented an increase of $2.2 million or 8%, over net interest income before provision for
loan losses of $26.1 million for the same period in 2005, The increase in net interest income for the year ended
December 31, 2006 as compared to 2005 was primarily due to the increase in average total foans.

2005 compared to 2004 analysis. The Company’s net interest margin as of December 31, 2005 was 6.69%
compared to 6.91% for the same period in 2004. The increase on rates paid for money market, Time deposits of
$100,000 or more and Federal Home Loan Bank borrowings, coupled with the increase in volume on these
liabilities compressed our net interest margin. For the year ended December 31, 2005, total interest earning assets
averaged $390.5 million, which represented an increase of $95.6 million or 32%, as compared to $294.9 million
for the same period in 2004. This increase is primarily attributable to the increase in loans as a result of our
strong business climate and loan demand. The increase in loan volume and the decrease in securities volume
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created a shift in the mix as a percentage of total interest earning assets. Average loans changed to 93% from
87% and average investments changed to 4% from 9%. Total interest bearing deposits and other interest-bearing
liabilities averaged $278.9 million, which represented an increase of $67.6 million or 32%, as compared to
$211.3 million for the same period in 2004. This increase is primarily attributable to the increase in money
market accounts due to a promotional money market account offered to businesses and consumers during 2005,
There was also an increase of $19.4 million in average time deposit accounts of $100,000 or more due to the
addition of brokered deposits, coupled with an increase in average FHLB borrowings of $9.7 million in order to
fund our loan demand.

The Company reported total interest income of $33.2 million for the year ended December 31, 2005, which
represented an increase of $9.5 million or 40%, over total interest income of $23.7 million for the same period in
2004. The increase in total interest income was primarily due to an increase of approximately $9.7 million in
interest and fees on loans resulting from an increase of approximately $105.2 million in average loans as of
December 31 2005, as compared to the same period in 2004.

The Company reported total interest expense of $7.0 million for the year ended December 31, 2005, which
represented an increase of $3.7 million or 112% over total interest expense of $3.3 million for the same period in
2004, The increase was due to greater interest paid on money market accounts, time deposit accounts of
$100,000 or more and FHLB borrowings.

For the year ended December 31, 2005, net interest income before provision for loan losses was
$26.1 million, which represented an increase of $5.8 million, or 28%, over net interest income before provision
for loan losses of $20.3 million for the same period in 2004. The increase in net interest income for the year
ended December 31, 2005 as compared to 2004 was primarily due to the increase in average total loans.
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The following table shows the Company’s average balances of earning assets, and interest-bearing liabilities; the
amount of interest income and interest expense; the average yield or rate for each category of interest-earning assets

and interest-bearing liabilities; and the net interest income and the net interest margin for the periods indicated:

Distribution, Rate and Yield Analysis of Net Interest Income

Interest-earning Assets:
Federal funds sold
Interest-bearing deposits in financial

institutions

Investment securities:

Total interest-earning assets ...

Interest-bearing Liabilities:
Interest-bearing deposits

Interest-bearing demand
deposits
Money market deposits
Savings deposits
Time deposits $100,000 or
greater

Other time deposits

Total interest-bearing
deposits
FHLB borrowings
Federal funds purchased
Repurchase agreement . .........
Subordinated notes payable to
subsidiary Trust
‘Fotal interest-bearing
liabilities

Net interest income

Net interest margin!?

For the Years Ended December 31,

2006 2005 2004
Interest Average Interest Average Interest Average
Average Income/ Rate/  Average Income/ Rate/  Average Income/ Rate/
Balance Expense  Yield Balance Expense  Yield Balance Expense  Yield
(Dollars in Thousands)
$ 20579 % 1010 491% § 965% § 350 362% § 5182 $ 66 1.27%
2,578 125 4.85% 2,893 134 4.63% 4,600 200 4.35%
22,264 1,148 5.16% 11,853 450 3.80% 24,148 841 3.48%
9,429 395 4.19% 3,859 165 4.28% 3,998 169 4.23%
54,850 2,678 4.88% 28,264 1,099 3.89% 37,928 1,276 336%
411,415 38,065 9.25% 362,231 32,097 8.86% 257,005 22,442 873%
$5466,265 40,743 8.74% $390495 $33,196 8.50% $294,933 $23.718 8.04%
$ 26468 $§ 94 036% $ 21400 $ 56 026% § 20255 § 40 0.20%
158,763 5451 3.43% 99,052 2,228 2.25% 67,188 878 1.31%
21,196 223 1.05% 24,655 188 0.76% 25,752 167 0.65%
75377 3,217 4.27% 58.537 1,852 3.16% 39,144 788 2.01%
38,993 1,450 3.72% 37,787 1,089 2.88% 32,811 634 1.93%
320,797 10,435 3.25% 241,431 5413 2.24% 185,150 2,507 1.35%
— — 0.00% 22,255 649 2.92% 12,571 187 1.49%
9 — 0.00% 708 19 2.68% 723 13 1.80%
9,205 546 5.93% — — 0.00% — —_ 0.00%
18,306 1,443 7.88% 14,492 975 6.73% 12,877 628 4.88%
$348,317  $12,424 357% $273,886 $ 7,056 2.53% $211,321  $ 3,335 1.58%
$28,319 $26,140 $20,383
6.07% 6.69% 691%

1 Yields on securities have not been adjusted to a tax equivalent basis because the impact is not material,
12 Loans are gross, which excludes the allowance for loan losses, and net of deferred fees, Nonaccrual loans are included in the table for
computation purposes, but the foregone interest of such loans is excluded. Loan fees were approximately $2.2 million; $4.1 million and $3.9
million for the years ended December 31, 2006, 2005 and 2004, respectively.
13 Net interest income as a percentage of average interest-earning assets.
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The following table sets forth, for the periods indicated, the dollar amount of changes in interest earned and
paid for interest-carning assets and interest-bearing liabilities, the amount of change attributable to changes in
average daily balances (volume), changes in interest rates (rate), and changes attributable to both the volume and
rate (rate/volume):

Rate/Volume Analysis of Net Interest Income

Year Ended December 31, Year Ended December 31,

2006 vs. 2005 2005 vs. 2004
Increases (Decreases) Increases {Decreases)}
Due to Due to

Volume Rate Total Volume Rate Total
(Dollars in Thousands)

Increase (Decrease) in Interest Income:

Federal fundssold ... .........ouiiiini i innnns $ 396 5 264 3 660 3 57 $& 227 $ 284
Interest-bearing deposits in financial institutions . ... ... ... (15) 6 (9) (74) 8 (66)
Investment securities: '
Taxable .. ... .. .. 395 303 698 (428) 37 (391)
Non-taxable . ......... ... 0ttt 238 ()] 230 (6) 2 (4)
Loans!s .. e e 4,358 1,610 5968 9,188 467 9,655
Total ..t e e $5372 $2,175 $7,547 $8737 § 741 39478
Increase (Decrease) in Interest Expense:
Interest-bearing demand deposits .................. ..., $ 13 % 25 % 38 § 2 % 14 § 16
Money market deposits .. ... ... i e 1,343 1,880 3,223 417 933 1,350
Savings deposils ... i i e e e (26) 61 35 )] 28 21
Time deposits 5100000 orgreater ..................... 533 832 1,365 390 674 1,064
Other time deposits . ....................... . ........ 35 326 361 96 359 455
FHLB borrowings .. .................... e (649) — (649) 144 318 462
Federal funds purchased . ....... ... ... ... ... ..., (19) — (19 — 6 6
Repurchase agreement . ..........vriiverernnnenans — 546 546 — — —
Subordinated notes payable to subsidiary trusts . .. ........ 257 211 468 79 268 347
Total . ..o e $1,487 $3,881 3$5368 $1,121 $2600 $3.721
Total change in netinterestincome ...............ccvvunn.. $3,885 $(1,688) $2,179 §$7.616 3(1.859) $5.757

14 Yields on securities have not been adjusted to a tax equivalent basis because the impact is not material.
15 Loans are gross, which excludes the allowance for loan losses, and net of deferred fees. Nonaccrual loans
are included in the table for computation purposes, but the foregone interest on such loans is excluded.

Provision for Loan Losses

Credit risk is inherent in the business of making loans. The Company sets aside an allowance or reserve for
loan losses through charges to earnings, which are shown in the income statement as the provision for loan
losses. Specifically identifiable and quantifiable losses are immediately charged off against the allowance. The
loan loss provision is determined by conducting a menthly evaluation of the adequacy of the Company’s
allowance for loan losses, and charging the shortfall, if any, to the current month’s expense. This has the effect of
creating variability in the amount and frequency of charges to the Company’s earnings.

For the year ended December 31, 2006, the provision for loan losses was $1.320 million, compared to
$2.140 million and $2.098 million for 2005 and 2004, respectively. The allowance for loan losses to total gross
loans less unearned income as of December 31, 2006 was 1.33%. The provision for 2006 was in response to loan
growth and the level of nonaccrual loans. During 2006, nonaccrual loans increased $2.9 million or 288% when
compared to $994,000 as of December 31, 2005. For a more detailed discussion on nonaccrual loans see
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“Nonperforming Assets” below. Despite higher loan charge-offs in 2005, when compared to 2004, the allowance
for loan losses to total gross loans less unearned income at December 31, 2005 was 1.39% as compared to 1.33%
in 2004.

Our analysis of the allowance for loan losses showed these amounts to be adequate given the risk of the loan
portfolio. The procedures for monitoring the adequacy of the allowance, as well as detaited information
concerning the allowance itself, are included below under “Allowance for Loan Losses”.

Noninterest Income

Noninterest income for the Company includes customer service fees, gains from sale of loans, increases in
the cash surrender value of life insurance policies, broker fee income, conduit loan referral income and other
miscellaneous income. The revenue from conduit loan referral income is referral or brokerage fee income. The
loans are never recorded on the Company’s books; therefore, the recognized income is not recorded as gain on
the sale of loans. The loans are packaged and referred to other lenders. The Company recognizes noninterest
income as a result of the referral.

2006 compared 10 2005 analysis. Noninterest income totaled $3.024 million for the year ended
December 31, 2006. This represented a decrease of $1.432 million, or 32% when compared to $4.456 million for
the same period in 2005.

The decrease in noninterest income was attributable to the decrease in gains from the sale of SBA loans of
$1.021 million as a result of unanticipated personnel changes in the SBA department, which resulted in a
temporary decrease in SBA loans sold during 2006 as compared to the same period in 2005. It is the Company’s
intention to increase noninterest income by increasing the volume of SBA loan sales in the future, however, it is
uncertain whether such an increase will occur. The decrease of $288,000 in conduit loan referral income was
primarily the resuit of less income associated with loan referral volume during 2006 as compared to the same
period in 2005.

For the year ended December 31, 2006 as compared to 2003, noninterest income as a percentage of average
earning assets decreased to 0.65% from 1.14% primarily due to the decreases in gains from sale of loans and
conduit loan referral income discussed above.

2005 compared to 2004 analysis. Noninterest income totaled $4.456 million for the year ended
December 31, 2005. This represented an increase of $1.848 million or 71% when compared to $2.608 million for
the same period in 2004.

The increase in noninterest income was primarily the result of the increase in gains from the sale of loans of
$1.099 million, which helped the Company’s liquidity position as of December 31, 2005 as compared to the
same period in 2004. Conduit lean sale income increased $574,000 as a result of more activity in loan sales
during 2005 as compared to 2004. Customer service fee income increased $155,000 due to the increase in
volume in deposit accounts during 2005 as compared to 2004, however, as a percentage of total noninterest
income decreased to 31% from 47%. The shift was the result of the increase on gains from the sale of loans,
which increased to 319 from 11%.

For the year ended December 31, 2005 as compared to 2004, noninterest income as a percentage of average

earning assets increased to 1.14% from 0.88% primarily due to the increases in gains from sale of loans and
conduit loan referral income discussed above.
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The following table sets forth the various components of the Company’s noninterest income for the periods
indicated:

Noninterest Income

1

For the Years Ended December 31,
2006 2005 2004

Percent Percent Percent
Amount - of Total Amount of Total Amount of Total

(Dollars in Thousands)

Customerservice fees ... ... .. i $1.344 44.45% $1,376 30.88% $1.221 46.81%
Gains fromsaleof loans .. ................ .. 373 1233% 1,394  31.29% 295 11.31%
Increase in cash surrender value of life insurance . ... 448 14.81% 269 6.04% 303 11.62%
Brokerfeeincome ................. ... ..t 111 3.67% 226 5.07% 196 7.52%
Conduit loan referral income .................... 684 22.62% 972  2181% 398  15.26%
OthEr INCOME .« o i et ittt e ee e nre e iaaen 64 2.12% 219 491% 195 7.48%

Total noninterest iNCOME .. ... vv v innnnnn.. $3,024 100.00% 3%$4,456 100.00% 3$2,608 100.00%

Noninterest income as a percentage of average earning
ASSELS L. e 0.65% 1.14% 0.88%

Noninterest Expense |

Noninterest expense for the Company includes salaries and employee benefits, net occupancy and
equipment expense, marketing expense, data processing and professional fees, and other operating expenses.

2006 compared to 2005 analysis. Noninterest expense totaled $17.760 million for the year ended
December 31, 2006. This represented a decrease of $2.353 million, or 12% when compared to $20.113 million
for the same period in 2005. The decrease in noninterest expense was primarily due to decreases of
$1.748 million and $265,000 in salaries and employee benefits and marketing and advertising, respectively.

During the first quarter of 2006, the Company updated and redesigned its Loan Production Commissions
and Incentives Policy. As a result, commissions and incentives expense decreased $1.284 million. This decline
was expected due to this Policy change. Also, during the first quarter of 2006, the Company changed its internal
credit policy relating to loan origination cost. As a result, in 2006 the company recorded $2.2 million in deferred
loan costs reducing salary expense. The decline was expected due to this Policy change. These decreases were
offset by increases in base salaries of $895,000 and stock option compensation cost of $533,000 due to the
adoption of FASB 123R. In 2005, the Company launched a money market campaign by print advertising
targeting our market areas. In 2006 advertising expenses related to this campaign decreased significantly. This is
the primary reason for the $265,000 decrease in marketing and advertising expense.

For the year ended December 31, 2006 as compared to 2005, noninterest expense as a percentage of average
earning assets decreased to 3.81% from 5.15%. This decrease is reflective of Management’s continuing efforts to
control overhead expenses.

2005 compared to 2004 analysis. Noninterest expense totaled $20.113 million for the year ended
December 31, 2005. This represented an increase of $4.033 million, or 25% when compared to $16.080 million
for the same period in 2004. The increase in noninterest expense was primarily due to the increases of
$1.532 million, $589,000, $863,000, $271,000 and $468,000 in salaries and employee benefits, occupancy
expense, marketing and advertising expense, professional fee expense and other operating expense, respectively.

Additional staffing for the Irwindale and Temecula branches, coupled with salary increases for the Company
contributed to the increase in salaries and employee benefits of $1.532 million. The increase in occupancy
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expense of $589,000 was attributable to the opening of our Irwindale and Temecula branches, coupled with the
move into our new permanent location for our Palm Desert office, in June 2004, for which twelve months of
lease rental expense was included in 2005 as compared to six months in 2004. Marketing and advertising expense
increased $863,000. Attracting and maintaining deposits has become more difficult for banks, as sources of
traditional deposits have developed sophisticated methods for tracking rates, and as we compete with
non-traditional institutions such as credit unions, brokerage houses and insurance companies. To inform and
attract new customers, in 2005, the Company launched a money market campaign by print advertising that
proved to be successful. We anticipate our ongoing business development efforts trend to continue. Professional
fee expense increased $271,000 and was attributed to costs incurred to comply with the Sarbanes Oxley Act of
2002 and expenses related to audits, exams, CPA fees and other professional expenses. As a result of the
Company’s sustained growth, other operating expense increased $468,000 or 29% from $1.588 million to
$2.056 million.

For the year ended December 31, 2005 as compared to 2004, noninterest expense as a percentage of average
earning assets decreased to 5,15% from 5.45%. This decrease is reflective of Management’s continuing efforts to
control overhead expenses.

While some level of expense increase is expected in the normal course of business, we are focused on
controlling overhead expenses where possible. Improvement is evident in the Company’s efficiency ratio, which
dropped to 56.66% in 2006 from 65.74% in 2005 and 69.94% for 2004.

The following table sets forth the breakdown of noninterest expense for the periods indicated:

Noninterest Expense

For the Years Ended December 31,

2006 2005 2004
Percent Percent Percent
Amount  of Total Amount  of Total Amount  of Total
(Dollars in Thousands)
Salaries, wages and employee benefits .......... $ 9697 5459% $11.445 56.90% $ 9913 61.65%
Net occupancy eXpense ............. . ..c.v...- 2216 12.48% 2,051 10.20% 1,462 9.09%
Marketing and advertising . . .................. 1,293 7.28% 1,558 7.75% - 702 4.37%
Data processing fees ........................ 837 471% 1,056 5.25% 837 5.21%
Professionalfees .............. ... .. ........ 1,081 6.09% 1,114 5.54% 844 5.25%
Postage, telephone, supplies .................. 557 3.14% 594 2.95% 555 3.45%
Directors’ fees .......... ... oo, 220 1,24% 239 1.19% i87 1.16%
Other operating expense ..................... 1,859  1047% 2,056 1022% 1,580 9.82%
Total other expenses ..................-. $17.760 100.00% $20,113 100.00% $16,080 100.00%
Neninterest expense as a percentage of average

CAMING ASSES . . .ot vv ettt i 3.81% 5.15% 5.45%
Efficiencyratio ........... ... ... ... . . .... 56.66% 65.74% 69.94%

|
|

Income Taxes

In 2006 the Company’s provision for federal and state income taxes was $4.8 million, while the provision
was $3.3 million and $1.8 million for 2005 and 2004, respectively. This equates to 39.4% of income before taxes
in 2006, 39.1% in 2005, and 37.3% in 2004. The increase in the effective rate is a direct result of the Company’s
income level graduating to the highest federal tax rate of 35% from 34%.
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The amount of the tax provision is determined by applying the Company’s statutory income tax rates to
pre-tax book income, adjusted for permanent differences between pre-tax book income and actual taxable
income. Such permanent differences include but are not limited to tax-exempt interest income, increases in the
cash surrender value of bank-owned life insurance, compensation expense on incentive stock options and certain
other expenses that are not allowed as tax deductions, and tax credits.

Financial Condition

A comparison between the summary year-end balance sheets for 2002 through 2006 was presented
previously in the table of Selected Financial Data (see Item 6 above). As indicated in that table, the Company’s
total assets, loans, and shareholders’ equity have grown each year for the past four years. In 2006 total assets
increased $94.9 million, or 21%, due primarily to the increase in investment securities, available for sale and loan
growth. The Company experienced its most pronounced growth during 2004, with total assets increasing by
$102.3 million, or 40%, due to internally generated growth, most significantly in the loan portfolio. Total assets
were $551.1 million and $456.2 million at December 31, 2006 and 2003, respectively. The major components of
the Company’s balance sheet are individually analyzed below, along with off-balance sheet information.

Loans

Total gross loans were $433.3 million at December 31, 2006, compared to $388.5 million and
$313.7 million at December 31, 2005 and 2004, respectively. Total gross loans less unearned income represented
78% of total assets at December 31, 2006, compared to 85% and 88% of total assets at December 31, 2005 and
2004, respectively.

2006 compared to 2005 analysis. Total gross loans increased by $44.8 million, or 12% during 2006. Real
estate loans, which inciudes construction and development loans increased $28.8 million or 13% during 2006 and
represented approximately 64% of the total loan growth of $44.8 million. This was due to the continuing strong
demand for affordable housing in our market areas. Commercial loans increased $14.6 million or 10% during
2006 due 1o the continued success of our business development efforts in and around the marketplaces the
Company serves.

2005 compared to 2004 analysis. Total gross loans increased by $74.8 million, or 24% during 2005. Real
estate loans increased $20.3 million or 10% during 2005 and represented approximately 27% of the total loan
growth of $74.8 million. Commercial loans increased $48.6 million or 47% during 2003. The increase in loans
was due to the continued success of our business development efforts in and around the marketplaces we serve.
From December 31, 2004 to December 31, 2005, the growth in the commercial loan category reduced the real
estate loan percentage relative to total gross loans from 65% to 58% and increased the commercial loan
percentage to 39% from 33%.

Loans Held For Sale

The Company actively generates Small Business Administration (SBA) loans as part of its primary
operating activity of making loans. The guaranteed portion of each individual loan is sold on the secondary
market simultaneously with the booking, and therefore the Company has no inventory “held for sale,” unlike
some institutions that warchouse loans to sell as “pools.” The Company retains the unguaranteed portion of the
SBA loans. The total gain on sale of loans was $373,000 or 0.85% of total interest and noninterest income as of
December 31, 2006 and $1.394 million or 3.7% of total interest and noninterest income as of December 31, 2005.
The Company reported the gain on sale of loans as operating activities on the Consolidated Statement of Cash
Flows.

Loans held for sale are sold with servicing rights retained by the Bank. To calculate the gain on sale of a
loan, the Bank’s investment in the loan is allocated among the retained portion of the loan, the servicing asset,
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the interest-only strip and the sold portion of the loan, based on the relative fair market valuve of each portion. The

gain on the sold portion of the loan is recognized at the time of sale based on the difference between the sale

proceeds and the allocated investment. As a result of the relative fair value allocation, the carrying value of the
retained portion of the loan is discounted, with the discount accreted to interest income over the life of the loan.
. The portion of the loan servicing fee in excess of estimated servicing costs gives rise to a servicing asset that is
amortized over an estimated life using a method approximating the interest method. In the event future
prepayments exceed management’s estimates and future expected cash flows are inadequate to cover the
unamortized servicing asset, additional amortization would be recognized. The portion of the loan servicing fees
in excess of the contractual servicing fee gives rise to an interest-only (I/0) strip, which is amortized over the life

of the sold loan.

The following table sets forth the composition of the Company's loan portfolio as of the dates indicated:

Real estate loans:
Construction and

development ........
Residential loans .......

Commercial and multi-

family ..............
Commercial loans ..........
Consumerloans .........,,,
Equity lines of credit ........
Credit card and other loans .., .

Total gross loans . ...

Less:

Unearned income .. .....

Allowance for loan

losses ..............

Total net loans .. ...

Lean Portfolio Composition

As of December 31,
2006 2005 2004 2003 2002
Percent Percent Percent Percent Percent
of of of of of

Amourt  Total Amount Total Amount Total

(Dollars in Thousands)

Amount Total Amount Total

$174,040  40.16% $137,292 3534% $124309  39.62% $ 70,654 36.94% $ 53,246 37.12%
3,063 071% 3440 0.89% 3,650 1.16% 6,169 323% 9,975 6.95%

77245 17.83% 84,813 21.83% 71316 2464% 64,260 33.60% 34297 2391%

165,765  38.26% 151,207 3891% 102,582 32.71% 42009 2194% 38305 26.70%

4,764 1L.10% 2,784 0.72% 1107 0.35% 2,035 1.06% 1,583 1.11%

6,762 1.56%  7.644 1.97% 3475 L1l% 4,088 214% 4,697 3.27%

1,652 0.38% 1,304 0.34% 1,284 041% 2,063 1.09% 1,351 0.94%

$433,291 100.00% $388.484 100.00% $313,723 100.00% $191,278 100.00% $143.454 100.00%
(1,350} (1,955) (1,556) (948) (570
(5,741) (3.376) (4,137 (2,108) (1,772)

$381,153 $308,030 $188,222

$426,200 $141,112
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Loan Interest Rate Sensitivity. The following table provides the maturity distribution and repricing
intervals of the Company’s oultstanding loans at the date indicated. In addition, the table provides the distribution
of such loans between those with variable or {floating) interest rates and those with predetermined or (fixed)
interest rates. Floating rate loans are classified according to re-pricing opportunities or rate sensitivity. Fixed rate
loans are based on contractual maturities although the borrowers have the ability to prepay the loans.

Loans Repricing or Maturing!®

As of December 31, 2006
After One

Within But Within After
One Year  Five Years  Five Years Total
(Dollars in Thousands)

Real estate loans:
Construction and development .. ...........co.v ... $166,002 % 8004 3 34 $174,040
Residential loans . ... ..o 1,797 29 1,237 3,063
Commercial and multi-family ................ ... ..... 7474 27360 42411 77,245
Commercial 1oans . . ... ... . e i e 103,217 44212 18,336 165,765
ConSUMET JOANS & o oot vttt e e e e e e c i e e 4,162 561 41 4,764
Equity linesof credit .......... ... ... ... il 6,762 — - 6,762
Creditcardand otherloans . .. ... it ineennnn 1,652 — — 1,652
Total 10GNS oo oe vttt e e i $291.066 $80,166  $62,059 $433,291
Loans with variable (floating) interestrates . . ................ $227.677 $40202 $ —  $267.879
Loans with predetermined (fixed) interestrates . .............. $ 63,380 $39,964  $62,059 5165412

16 Loan amounts are shown before deferred loan fees and before the allowance for loan losses.

For a comprehensive discussion of the Company’s liquidity position, re-pricing characteristics of the
balance sheet, and sensitivity to changes in interest rates, see the “Liquidity and Market Risk” section.

Off-Balance Sheet Arrangements

During the ordinary course of business, the Company will provide various forms of credit lines to meet the
financing needs of its customers. Commitments to extend credit are agreements to lend to customers, provided
there is no violation of any conditions established in the contract. Commitments generally have fixed expiration
dates or other termination clauses and may require payment of a fee. Commitments are generally variable rate,
and many of these commitments are expected to expire without being drawn upon. As such, the total
commitment amounts do not necessarily represent future cash requirements. The Company’s exposure to credit
losses is represented by the contractual amount of these commitments. The Company uses the same credit
underwriting policies in granting or accepting such commitments as it does for on-balance-sheet instruments,
which consist of evaluating customers’ creditworthiness individually.

Standby letters of credit written are conditional commitments issued by the Company to guarantee the
financial performance of a customer to a third party. Those guarantees are primarily issued to support privaie
borrowing arrangements. The credit risk involved in issuing letters of credit is essentially the same as that
involved in extending loan facilities to customers. When deemed necessary, the Company holds appropriate
collateral supporting those commitments. Management does not anticipate any materia! losses as a result of these
transactions.

Total unused commitments to extend credit were $226.3 million at December 31, 2006 and $195.8 million
at December 31, 2005, representing 53% of and 51% of outstanding gross loans at December 31, 2006 and 2005,
respectively. The Company’s standby letters of credit were $3.2 million and $2.6 million at December 31, 2006
and 2005, respectively.
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The effects on the Company’s revenues, expenses, cash flows and liquidity from the unused portions of the
commitments to provide credit cannot be reasonably predicted, because there is no guarantee that the lines of
credit or standby letters of credit will ever be used.

For more information regarding the Company’s off-balance sheet arrangements, see Note 13 to the financial
statements in Item 8 herein,

Nonperforming Assets

Nonperforming assets inctude loans for which interest is no longer accruing, loans 90 or more days past due
and still accruing, restructured loans and other real estate owned.

The Company’s policy is to recognize interest income on an accrual basis unless the full collectibility of
principal and interest is uncertain. Loans that are delinquent 90 days or more, uniess well secured and in the
process of collection, are placed on nonaccrual status and on a cash basis, and previously accrued but uncollected
interest is reversed against current income. Thereafter, income is recognized only as it is collected in cash.
Collectibility is determined by considering the borrower’s financial condition, cash flow, quality of management,
the existence of collateral or guarantees and the state of the local economy.

December 31, 2005 to December 31, 2006 analysis. Nonaccrual loans at December 31, 2006 increased
$2.864 million to $3.858 million, from $994,000 at December 31, 2005, and represented 0.89% and 0.26% of
total gross loans, respectively. The increase was primarily attributable to the addition of five commercial loans
totaling $3.469 million, of which $2.459 million was attributed to one commercial loan. There was also an
addition of one residential real estate loan totaling $18,000. The additions were partially offset by the payoff of
three commercial loans totaling $330,000. There were two commercial loans charged-off totaling $119,000 and
three commercial loans with principal paydowns totaling $174,000. At December 31, 2006 the Company had no
other real estate owned and nro loans 90 days or more past due and still accruing.

December 31, 2004 to December 31, 2005 analysis. Nonaccrual loans at December 31, 2005 included nine
commercial loans and represented the entire $994,000. The increase from 2004 to 2005 was primarily
attributable to the addition of six commercial loans totaling $905,000 placed on nonaccrual status, offset by
principal paydowns totaling approximately $32,000 on loans that remain on nonaccrual status. However, to put
this into perspective, the balance of commercial loans increased 47% and 144% in 2005 and 2004, respectively.
As a percent of gross loans, 0.04% in 2004 is unusually low and 0.26% in 2005 is still weil below our peer group.
At December 31, 2006 the Company had no other real estate owned and no loans 90 days or more past due and
still accruing.

The Company establishes a plan with each borrower that falls into nonaccrual status that is based on
receiving payments, however, it is uncertain whether such a plan will prove to be successful.
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The following table provides information with respect to the components of the Company’s nonperforming
l assets as of the dates indicated:

Nonperforming Assets
As of December 31,
2006 2005 2004 2003 2002
(Dollars in Thousands)

Nonaccrual loans:!”

Real estate loans;
' Construction and development .......... e $ — § — 3 — $& 69 § —
‘ Residential loans . ........ ... ienenna. 18 — —_ — 221

Commercial and multi-family ................... — — — 353 173

Commercialloans ......... ... i i oiiiian., 3,840 994 125 175 —

\ Consumerloans . ......... oo iiiinireeeneanan — —_ — 8 —
Equity linesof credit .. ........... ... ... o, — — — — -_—
Creditcardand other10ans .........vvivrnnrinenan —_ — — 16 —

Total nonaccrualloans . ................... 3,858 994 125 621 394

Loans 90 days or more past due (as to principal or
interest) and still accruing:
Real estate loans:
Construction and development .................. — — —_ — —

i Residential loans .. .........ooiiivritonnnnnn. — J— — — 50
Commercial and multi-family ................... — — — — —
Commercial loans . .............. it iiiineunnnn —_ — — — 137

Consumerloans . ........ ...t — — -_— —_ —
Equity linesof credit ............ ... ... .. .l — — — —_ —
Creditcard and otherloans ... ...................... —_ — — — _—

: Total loans 90 days or more past due And still
| FTeros 11147~ — — — — 187

Restructured loans . ........... i iiiiniiinnrenennnn — — —_ — —

Total nonperforming loans ......................... 3,858 994 125 621 581
Otherrealestateowned .. ............ ... oo .. — — —_ — —
Total nonperforming assets .. .....oviveneennnnnen., $ 388 § 994 3% 125 § 621 § 581
Nonperforming loans as a percentage .. ...............
i of total gross loans’® ... ... ... ... . . 0.89%  0.26% 0.04% 033% 041%
| Nonperforming assets as a percentage ................
of total loans and other real estate owned .............. 0.89%  0.26% 0.04% 0.33% 041%
Allowance for loan losses to nonperforming loans . . ..... 148.81% 540.85% 3,309.60% 339.45% 304.99%
Allowance forloan 10sses ... .. oiiiiirin - $ 5741 $5376 % 4,137 $ 2,108 § 1,772

17 During the year ended December 31, 2006, no income related to these loans was included in net income.
Additional interest income of approximately $105,000, would have been recorded for the year ended
December 31, 2006 if these loans had been paid in accordance with their original terms and had been
outstanding throughout the applicable period then ended or, if not outstanding throughout the applicable
pericd then ended, since origination.

18 Total loans are gross loans less unearned income.
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Allowance For Loan Losses

Arriving at an appropriate level of an allowance for loan losses involves a high degree of judgment. Qur
allowance for loan losses provides for probable losses based upon an evaluation of knewn and inherent risks in
the loan portfolio. The determination of the balance in the allowance for loan losses is based on an analysis of the
loans receivable portfolio using a systematic methodology that reflects an amount that, in our judgment, is
adequate to provide for probable loan losses inherent in the portfolio.

The allowance for loan losses totaled $5.7 million at December 31, 2006 compared to $5.4 million and
$4.1 million at December 31, 2005 and 2004, respectively and as a percentage of total loans outstanding was
1.33%, 1.39% and 1.33%, respectively. The process for menitoring the adequacy of the allowance, as well as
supporting documentation regarding the allowance follows.

In originating loans, the Company recognizes that credit losses will be experienced and that the risk of loss
will vary with the type of loan being made and a number of other factors, including collateral and the
creditworthiness of the borrower over the term of the loan. It is Management’s policy to maintain an adequate
allowance for loan losses based on a number of factors, including the Company’s loan loss experience, economic
conditions, and regular reviews of delinquencies and loan portfolio quality.

The Company establishes an Allowance for Loan Losses {(ALL) through charges to earnings based on
Management’s evaluation of the loan portfolio and a number of other criteria. If warranted, the allowance may be
increased by regular provisions in order to maintain a proper level to the aggregate funded and unfunded Joan
portfolio. The provision may be influenced by the amount of charge-offs and/or recoveries. The adequacy of the
ALL is determined by a number of factors that are included in the Company’s ALL methodology.

Two primary forms of analysis are used as tools to determine the adequacy of the ALL. The Portfolio Risk
Analysis takes into consideration key components of the aggregate loan portfolio and selected risk weight factors
are used based on the perceived risk associated with each loan category. Heavier weight factors are assigned to
delinquent loans and adversely risk rated loans. Adversely classified loans (loans rated special mention,
substandard and doubtful) are assessed for the proper amount to be used in determining the adequacy of the ALL.
The other categories have formulae used to determine the needed allowance amount. Special circumstances are
identified and a selected risk factor prescribed to allocate an appropriate portion of the reserve to mitigate that
specific risk. For example, because of the high concentration of construction loans, a construction concentration
risk has been established as one of the compoenents of the ALL methodology.

Another analytical tool used is a Migration Analysis. This tool tracks loan losses and recoveries over
reasonable time horizons to determine a level of ALL based on historical loss history by loan category. This
methodology is structured such that the amount allocated to the reserve is based on analysis of historical losses or
other risk weight factors consistent with those utilized in the Portfolio Risk Analysis. This approach attempts to
prevent an unreasonably low reserve level in the event actual loan loss history is low.

Other factors considered in the ALL methodology include the following: quality and scope of lending
policies and procedures, national and local economic conditions, peer bank data, concentration or other special
circumstances, and overall quality of the loan portfolio, determined by quality of underwriting, level of loan
delinquencies, non-accrual loans, and non-performing loans. An important indicator is the risk rating quality of
the aggregate loan portfolio, The Company conducts semi-annual risk rating certifications in order to maintain
the integrity of the risk rating process. The risk ratings are stratificd by loan type and according to risk rating.

The aggregate loan portfolio risk ratings were siratified as follows for the period indicated:

Pass/ Special
Homogeneous: Mention: Substandard: Doubtful: Loss:  Total:
December 31,2006 ..................... 92.99% 5.95% 0.96% 0.10% 0.00% 100.00%
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Net loan charge-offs during 2006 approximated $955,000 or 0.23% of average total loans, compared to
$901,000 or 0.25% during 2005 and $69,000 or 0.03% during 2004. In 2006, $375,000 of the net loan charge-

offs is represented by one interim 2nd trust deed commercial real estate loan. The Company is in the process of
pursuing our legal remedies.

Implicit in lending activity is the risk that losses will occur and that the amount of such loss will vary over
time. In many cases Management exercises considerable judgment in determining the timing of the recognition
of inherent losses with the objective to present a realistic presentation of the quality of the loan portfolio.
Because of Management’s conservative timing of loss recognition, it is Management’s opinion that there could
be a possibility of future recoveries, although no assurance can be given that this will occur,

Except for nonperforming assets and impaired loans, Management is not aware of any loans as of
December 31, 2006 for which known credit problems of the borrower would cause serious doubt as to the ability
of such borrowers to comply with their present loan repayment terms. Management cannot, however, predict the
extent to which the deterioration in general economic conditions, real estate values, increase in general rates of
interest, changing financial conditions or business of a borrower may adversely affect a borrower’s ability to

repay. The ratio of the allowance for loan losses to total loans was determined by Management to be adequate at
December 31, 2006 and December 31, 2005.
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The following table summarizes the activity in the Company’s allowance for loan losses for the periods

indicated:

Allowance for Loan Losses

Balances:
Average total loans outstanding during period

Total loans outstanding at end of period, net of unearned
TRCOME .. .. e e

Allowance for Loan Losses:
Balance at beginning of pericd
Acquisition of allowance for loan losses, Palomar Community
Bank . ... .. e e
Charge-offs:
Real estate loans:
Construction and development
Residential loans
Commercial and multi-family ....................
Commercial loans . ... ... ... ... ... ... . ... ...
Consumerloans ........ ... ...t
Equity linesof credit .................... ... ... ...,
Credit card and other loans

Total charge-offs .............. .. ..ot

Recoveries:

Real estate loans:
Construction and development
Residential loans
Commercial and multi-family . ... ... ... ... ..

Commercial loans

Consumeroans . .....ovtnir it i e

Equity linesof credit ........ ... ... .. ... ... ...

Credit card and other loans

Total reCOVEIIES ..o vt it i rnan s

Net charge-offs
Provision charged to operations

Ailowance for loan losses balance, end of period .............

Ratios:1?
Net loan charge-offs to average total loans .. ................
Allowance for loan losses to average total loans
Allowance for loan losses to total loans at end of period
Allowance for loan losses to total nonperforming loans ........
Net loan (charge-offs) recoveries to allowance for loan losses at
end of period
Net loan (charge-offs) recoveries to provision for loan losses ...

19 Total loans are gross loans less unearned income.
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Years Ended December 31,
2006 2005 2004 2003 2002
(Dollars in Thousands)
$411,415 $362,231 $257,005 §161,207 $134,169
$431,941 $386,529 $312,167 $190,330 $142,884
$ 5376 $ 4137 § 2,108 $ 1,772 § 1460
— — —_ — 49
375 — — — —
688 996 121 217 I
—_ 2 14 2 65
55 — — — —
5 10 20 2 9
1,123 1,008 155 221 194
— —_ — — 3
2 2 2 23 —_
163 105 79 140 15
3 —_ 4 34 11
_ — 1 — —
168 107 86 197 29
(955) (501} (69) (24) (165)
1,320 2,140 2,098 360 477
$ 5741 § 5376 $ 4,137 § 2,108 § 1,772
0.23% 0.25% 0.03% 0.01% 0.12%
1.40% 1.48% 1.61% 1.31% 1.32%
1.33% 1.39% 1.33% 1.11% 1.24%
148.819% 540.85% 3,309.60% 339.45% 304.99%
(16.63)% (16.76)% (1.67% {1.14)% 9.30)%
{(72.35)% (42.10)% (3.29% 6.6N% (34.59%




Allocation of Allowance for Loan Losses

!The following table provides a breakdown of the allowance for loan losses by category as of the dates indicated. The
allocation presented should not be interpreted as an indication that charges to the allowance for loan losses will be incurred in
these amounts or proportions, or that the portion of the allowance allocated to each loan category represents the total amounts
available for charge-offs that may occur within these categories.

Allocation of AHowance for Loan Losses

| As of December 31,
| 2006 2005 2004 2003 2002
% of " % of % of % of % of
Loans in Loans in Leoans in Loans in Loans in
. Category Category Category Category Category
Balance at End of Period to Total to Total to Total to Total to Total
Applicable to Amount Loans Amount Loans Amount Loans Amount Loans Amount Loans

| (Dollars in Thousands)
Real estate loans:
Construction and development ... $ 2,426 40.16% $ 1.705 3534% 3§ 1,697 3962% § 534 3694% § 67 37.12%

Residential loans . ............ 24 0.71% 33 0.89% 47 1.16% 114 3.23% 80 6.95%
Commercial and multi- family ... 610 17.83% 835 21.83% 454 24.64% 392 33.60% 277 2391%
Commercialloans ................ 2,434 38.26% 2,583 38.91% 1,859 32.71% 975 21.94% 596 26.710%
Consimerloans .................. 153 1.10% 98 0.72% 25 0.35% — 0.31% — L11%
Equity linesof credit .............. 89 1.56% 115 1.97% 39 1.11% 46 2.14% 70 327%
Credit card and otherloans ......... 5 0.38% 6 0.34% 16 041% 47 1.84% 78 0.94%
Total allowance for loan
loss .....ooiviiiiian.. $ 5741 10000% $§ 5376 100.00% § 4,137 100.00% $ 2,108 100.00% $§ 1,772 100.00%

Total loans net of uneamed
' income . .............. $431,941 $386,529 $312,167 $190,330 $142,884

[nvelstment Securities

The Company’s investment portfolio provides income to the Company and also serves as a source of liquidity. Total
yield, risk and maturity are among the factors considered in building the investment portfolio. Pursuant to FASB 1135,
securities must be classified as *held to maturity,” “available for sale,” or “trading securities.” Those securities held in the
“available for sale” category must be carried on the Company’s books at fair market value. At December 31, 2006, 2005 and
2004, 100% of the investment securities owned by the Company were classified as “available for sale.”

At December 31, 2006, the Company’s investment portfolio at fair value consisted of $3(.2 million in U.S. government
agency securities, $19.7 million in federal agency morgage-backed securities and $22.7 millicn in obligations of states and
local!government securities for a total of $72.6 million. At December 31, 2005, the Company’s investment portfolio at fair
value consisted of $8.2 million in federal agency mortgage-backed securities and $4.0 million in obligations of states and
local government securities for a total of $12.2 million.

2006 compared to 2005 analysis. In 2006 the Company’s investment portfolio increased $60.4 million or 495% to $72.6
million. During the third quarter of 2006, the Company entered into a $30 million repurchase agreement that included an
interest rate floor to mitigate interest rate risk in a declining rate environment. The repurchase agreement is collateralized by
the phrchase of a $30 million FNMA U.S. agency security. In addition, the Company added approximately $16.0 million in
federal agency mortgage-backed securities, however such securities had a net increase of $11.6 million due to principal
paydowns. Obligations of states and local government securities increased $18.7 million as the Company took advantage of
relative value in that sector. It is the Company’s intention and strategic plan to rebalance the balance sheet and invest excess
liquidity in securities, while managing its loan demand.

2005 compared to 2004 analysis. In 2005 the Company’s investment portfolio decreased $7.9 million or 39% primarily

due to principal paydowns on the federal agency mortgage-backed securities. The proceeds received from the payoffs were used
to fund the Company’s loan growth and reduce borrowings.
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Cash and due from banks

Cash on hand and balances due from correspondent banks totaled $18.4 million at the end of 2006 and
%16.9 million at the end of 2005. At December 31, 2006, cash and due from banks comprised 3.3% of total
assets, compared to 3.7% at December 31, 2005. These balances fluctuate frequently and by large amounts
depending on the status of cash items in process of collection and cash on hand, thus period-end balances are not
optimal indicators of trends in cash and due from banks. Annual average balances provide a much more
appropriate gauge. The average balance for 2006 was $12.2 million, an increase of $1.65 million or 15% from
the average of $10.6 million for 2005. The increase from 2005 to 2006 is attributed to the increase in total
deposits.

Deposits

Information concerning the average balance and average rates paid on deposits by deposit type for the past
three fiscal years is contained in the Distribution, Rate. and Yield table located in the previous section on Results
of Operations—Net Interest Income and Net Interest Margin. The composition and cost of the Company’s
deposit base are important components in analyzing the Company’s net interest margin and balance sheet
liquidity characteristics, both of which are discussed in greater detail in other sections herein. The Company’s
liquidity is impacted by the volatility of deposits or other funding instruments, or in other words by the tendency
of that money to leave the institution for rate-related or other reasons. Potentially, the most volatile deposits in a
financial institwion are jumnbo certificates of deposits, meaning time deposits with balances that equal or exceed
$100,000, as customers with balances of that magnitude are typically more rate-sensitive than customers with
smaller balances. The Company’s community-oriented deposit gathering activities, however, seem to have
gathered a base of local customers who tend to display more brand loyalty and thus are less likely to leave the
Company than might otherwise be expected.

Total deposits were $456.5 million at December 31, 2006, compared to $401.3 million and $291.8 million at
December 31, 2005 and 2004, respectively, and represented increases of 14% and 38% in 2006 and 2005,
respectively.

2006 compared to 2005 analysis. Total deposits increased $55.2 million, or 14%, to $456.5 million at
December 31, 2006 from $401.3 million at December 31, 2005. Noninterest-bearing demand deposits increased
$5.0 million or 5% at December 31, 2006 as compared to December 31, 2005. Interest bearing and money market
deposit accounts increased $10.3 million, or 8% at December 31, 2006 as compared to December 31, 2005.
Savings deposit dccounts decreased $10.0 million or 36% at December 31, 2006 as compared 10 December 31,
2005. Time deposits of $100,000 or greater increased $49.0 million, or 82% at December 31, 2006 as compared
to December 31, 2005, and other time deposits increased $842,000, or 2%. The overall increase in deposits has
helped maintain the Company’s liquidity position during 2006. '

During the third quarter of 2006 the Bank launched a noninterest-bearing deposit sales campaign. As of
December 31, 2006 the Bank was able to attract approximately $5.1 million in new noninterest-bearing deposits,
based on average balance in 2006. The deposit sales campaign was the primary contributor to the increase in
noninterest-bearing demand deposits from December 31, 2005 to December 31, 2006. The increase in interest-
bearing and money market deposit accounts was primarily the result of the Company's efforts to attract new
customers. The increase in time deposits of $100,000 or greater was primarily the result of additional brokered
certificates of deposit acquired to support our loan growth.

2005 compared to 2004 analysis. Total deposits increased $109.5 million, or 38%, to $401.3 mitlion at
December 31, 2005 from $291.8 million at December 31, 2004. Noninterest-bearing demand deposits increased
$13.5 million or 15% at December 31, 2005 as compared to December 31, 2004, Interest-bearing demand
deposits and money market accounts increased $67.7 million, or 68% at December 31, 2005 as compared to
December 31, 2004. Savings deposit accounts increased $2.2 million or 8% at December 31, 2005 as compared
to December 31, 2004. Time deposits of $100,000 or greater increased $20.0 million, or 50% at December 31,
2005 as compared to December 31, 2004, while other time deposits increased $6.1 million, or 18%.
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The Company had a favorable increase in noninterest-bearing demand deposits from December 31, 2004 to
December 31, 2005; however, the percentage to total average deposits remained approximately the same. This
favorable increase is primarily attributable to new deposit relationships, coupled with an increase in deposits with
our existing customers. The increase in interest-bearing demand deposits and money market accounts was
primarily the result of additional money market deposits acquired as a result of a promotional money market
account offered to businesses and consuvmers during 2005. The increase in time deposits of $100,000 or greater
was primarily the result of additional brokered certificates of deposit acquired to support our loan growth. The
overall increase in deposits has helped improve the Company’s liquidity position during 2005.

Cost of funds

The Company’s cost of funds is calculated as total interest expense on interest-bearing deposits and other
interest-bearing liabilities, as a percentage of average interest-bearing deposits and other interest-bearing
liabilities.

2006 compared to 2005 analysis. The rate paid on the Bank’s interest-bearing deposits increased to 3.25%
for the year ended December 31, 2006 from 2.24% for the same period in 2005. For all interest bearing liabilities,
the average rate for the year ended December 31, 2006 was 3.57% as compared to 2.53% for the same period in
2005. Market rate increases, the addition of $30 million repurchase agreement and the increase in rates paid on
money market deposit accounts as a result of the Company’s efforts to attract new customers impacted the
Company’s cost of funds.

From December 31, 2005 to December 31, 2006 the percentage of total average deposits represented by
money market deposits changed to 37% from 29% while average noninterest-bearing demand deposits changed
to 25% from 30%. The shift in this average deposit mix also contributed to the increased cost of funds in the year
ended December 31, 2006 versus 2005.

2005 compared to 2004 analysis. From December 31, 2004 to December 31, 2005 market rate increases
impacted the Company’s cost of funds. The rate paid on the Company’s interest-bearing liabilities increased to
2.53% at December 31, 2005 from 1.58% at December 31, 2004. The increase is attributable to the increases in
rates paid on time deposits as a result of additional brokered certificates of deposit acquired to help support our
loan growth, the rates paid on money markel deposits as a result of a promotional money market account offered
to businesses and consumers during 2005 and the variable rates paid on the Company’s subordinated notes
payable io subsidiary trusts, due 1o the increases in the libor rate.

From December 31, 2004 to December 31, 2005 the percentage of total average deposits represented by
time deposits $100,000 or greater changed to 17% from 15% while average savings deposits changed to 7% from
10%. Average money market deposits changed to 29% from 25% while average interest-bearing demand deposits
as a percentage of total average deposits changed to 6% from 8%.




The following table summarizes the distribution of average daily deposits and the average daily rates paid
for the periods indicated:

Average Deposits and Other Borrowings

For the Years Ended December 31,
2006 2005 2004

Average  Average  Average  Average  Average  Average
Balance Rate Balance Rate Balance Rate

(Deollars in Thousands)

Demand deposits, noninterest bearing . ........ $107,797 0.00% $105462 0.00% §$ 81,185 0.00%
Interest-bearing deposits:
Interest-bearing demand deposits .. .. ..... 26,468 036% 21,400 026% 20255 0.20%
Money market deposits ................ 158,763 343% 99052 2.25% 67,188 1.31%
Savingsdeposits .. ... ... i 21,196 1.05% 24,655 0.76% 25,752 0.65%
Time deposits $100,000 or greater . .. ..... 75,377 4.27% 58,537 3.16% 39,144 2.01%
Other time deposits ................... 38993 3 72% 37,787 2.88% 32,811 1.93%
Total interest-bearing deposits .. ..... 320,797 3.25% 241431 224% 185150 1.35%
FHLB borrowings ........................ — 0.00% 22255 292% 12571 1.49%
Federal funds purchased . . .................. 9 0.00% 708  2.68% 723 1.80%
Repurchase agreement ..................... 9205 593% — 0.00% — 0.00%
Subordinated notes payable to subsidiary
TUSES ..o 18306 7.88% 14492 6.73% 12877 4.88%
Total deposits and other '
borrowings ................ $456,114  2.72% $384,348 1.84% 8292,506 1.14%
Average rate excluding demand deposits . ... ... 3.57% 2.53% 1.58%

The following table summarizes the composition of average deposits as a percentage of total average
deposits for the periods indicated:

Percent of Total Average Deposit Composition

For the Years Ended December 31,

2006 2005 2004
Percent of Total Percent of Total Percent of Total

Demand deposits, noninterest bearing ..................... 25.15% 3041% 30.47%
Interest-bearing deposits:

Interest-bearing demand deposits ..................... 6.18% 6.17% 7.61%

Money marketdeposits ............. ... o el 37.03% 28.55% 25.23%

Savingsdeposits ... ... ... 4.95% 7.11% 9.67%

Time deposits $100,000 or greater .................... 17.59% 16.87% 14.70%

Other time deposits ........... ..., 9.10% 10.89% 12.32%

Total average deposits . .. ..........coviiiivnn 100.00% 100.00% 100.00%

The following table sets forth the scheduled maturities of the Company’s time deposits in denominations of
$100,000 or greater for the periods indicated:

3 Months or Over 3 Months Over 6 Months Over 12
Less Through 6 Months  Through 12 Months Months Total
(Dollars in Thousands)
December 31, 2006 ... $52,251 $23.418 $24,308 $ 9,124  $109,101
December 31, 2005 ... $15,061 $11,100 $18,925 $15,007 § 60,093
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Other Borrowings

The Company utilizes other short-term borrowings to temporarily fund loan growth when customer deposit
growth has not kept pace with increases in outstanding loan balances, or when additional liquidity is required to
support higher customer cash utilization.

Short-term borrowings principally include overnight fed funds purchased and advances from the Federal
Home Loan Bank of San Francisco (FHLB). The details of these borrowings for the years 2006, 2005, and 2004
are presented below:

Short-term Borrowings

2006 2005 2004
{dollars in thousands)

Federal funds purchased:

Balance at December 31, ..ottt e e $— $§ — § 475
Average amount outstanding .. .... .. ... e $ 98 708 § 723
Maximum amount cutstanding at any monthend ........................ $— $ 7000 § 4,750
Average interestrate fortheyear ... ... ... .. . . ... . . . 563% 2.68%  1.80%
FHLB Borrowings:
Balance at December 31, .. ..o i e $— $ —  $21,000
Average amount outstanding . ......... . e §—  §227255 $12,571
Maximum amount owtstanding at any monthend . ....................... $— $40,000 $21,000
Average interestrate forthe year . ... ... ... .. ... ... ... e 000% 292% 1.49%

Contractual Obligations

As of December 31, 2006, the Company had contractual obligations for the following payments, by type and
period due:

Payments Due by Period
Less than 1-3 3.5  More than

Total 1 Year Years  Years 5 years
(Dollars in Thousands)
Long-term debt obligations ............... .. ... ... ... $18306 $ — § — $— 518306
Operating lease obligations . ........... .. .. ..., ...... 2,329 1,036 1,037 256 —
Total ... e $20,635 $1,036 $1,037 3256 $18,306

Capital Resources

The Company uses a variety of measures to evaluate capital adequacy. Management reviews various capital
measurements on a monthly basis and takes appropriate action to ensure that such measurements are within
established internal and external guidelines. The external guidelines, which are issued by the Federal Reserve
Board and the FDIC, establish a risk-adjusted ratio relating capital to different categories of assets and
off-balance sheet exposures. There are two categories of capital under the Federal Reserve Board and FDIC
guidelines: Tier | and Tier 2 Capital. Tier 1 Capital currently includes common shareholders’ equity and the
proceeds from the issuance of trust preferred securities (trust preferred securities are included up to a maximum
of 25% of Tier 1 capital), less goodwill and certain other deductions, notably the unrealized net gains or losses
(after tax adjustments} on securities available for sale, which are carried at fair market value. Tier 2 Capital
includes preferred stock and certain types of debt equity, which the Company does not hold, as well as the
allowance for loan losses, subject to certain limitations. (For a more detailed definition, see “Item 1, Business—
Capital Adequacy Requirements—Prompt Corrective Action Provisions™ herein.)
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Management anticipates that continued growth of the Company may require the Company to raise
additional funds through sales of the Company’s common stock or the issuance of trust preferred securities in
order to meet regulatory capital requirements. No assurance can be given that at such time as the Company
determines to increase its capital through a stock offering or through the issuance of trust preferred securities that
it will be able to do so, or that it will be able to do so on terms the Company deems favorable.

Shareholders’ equity

Total Shareholders’ equity was $42.2 million at December 31, 2006, compared to $33.4 million and $28.0
million at December 31, 2005 and 2004, respectively.

2006 compared to 2005 analysis. The increase of $8.8 million, or 26% as of December 31, 2006 was
primarily due to $7.4 million in year-to-date net income, $542,000 credited to capital in relation 1o compensation
expense associated with the vesting of stock options, the proceeds of $653,000 from the exercise of stock options

and the issuance of restricted stock awards, and the $160,000 increase in the unrealized gain of marketable
securities. ‘

2005 compared to 2004 analysis. The increase of $5.4 million or 19% as of December 31, 2005 was
primarily due to $5.1 million in year-to-date net income, the proceeds of $426,000 from the exercise of stock

options and the issuance of restricted stock awards, and the $86,000 decline in the unrealized gain of marketable
securities,

Regulatory

As of December 31, 2006, the Company's Total Risk-Based and Tier | Risk-Based Capital Ratios were
12.92% and 10.83%, compared to 12.86% and 9.92% at December 31, 2005. The Company’s leverage ratio was
9.46%, compared to 9.02% at December 31, 2005.

As of December 31, 2008, the Bank’s Total Risk-Based and Tier 1 Risk-Based Capital Ratios were 12.47%
and 11.22%, compared to 12.49% and 11.24% at December 31, 2005. The Bank’s Leverage Capital Ratio was
9.82%, compared to 10.21% at December 31, 2005,

As of the end of 2006, both the Company and the Bank were considered to be “well capitalized” by
regulatory standards. We do not foresee any circumstances that would cause either the Company or the Bank to
be less than “well capitalized”, although no assurance can be given that this will not occur.

Trust preferred securities

The Company has issued a total of $18 million in trust preferred securities through its unconsolidated
wholly owned subsidiaries, Centenmal Capital Trust I, Centennial Capital Trust I, and Centennial Capital Trust
III. Trust preferred proceeds are generally considered to be Tier | or Tier 2 capital for regulatory purposes, but
long-term debt in accordance with generally accepted accounting principles. At December 31, 2006, 25% of the
Company’s Tier | capital consisted of trust preferred securities; however, no assurance can be given that trust
preferred securities will continue to be treated as Tier 1 capital in the future.

Detailed information concerning the capital amounts and ratios for both the Company and the Bank is
contained in Note 17 to the financial statements appearing elsewhere herein.
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Liquidity and market risk management

Liguidity

The Company’s liquidity is primarily a reflection of the Company’s ability to raise money quickly, without
principal loss and at a reasonable cost to meet loan demand and deposit withdrawals, and to service other
liabilities as they come due. The Company has adopted policies to manage its liquidity position so it can respond
to changes in the financial environment and ensure that sufficient funds are available to meet those needs.
Generally, the Company’s major sources of liquidity are customer deposits, maturities, paydowns and sales of
investment securities, the use of federal funds markets, borrowings from correspondent banks, borrowings from
the Federal Home Loan Bank (FHLB) and net cash provided by operating activities. Scheduted loan repayments
are a relatively stable source of funds, while deposit inflows and unscheduled loan prepayments, which are
influenced by general interest rate levels, interest rates available on other investments, competition, economic
conditions, and other factors, are not. Liquid assets include cash and due from banks, less the federal reserve
requirement, federal funds sold, interest-bearing deposits in financial institutions, unpledged investment
securities available-for-sale, Federal Home Loan Bank stock investment, less the stock requirement, restricted at
cost, Pacific Coast Bankers' Bank stock investment, restricted at cost, and cash surrender value of life insurance
policies.

In order to augment liquidity, as of December 31, 2006 the Company had federal funds borrowing
arrangements with five correspondent banks totaling $45.0 million, and a secured line of credit with the FHLB
totaling approximately $34.3 million.

The Company’s liquidity ratio, with policy guidelines of “above 10%”, is a measure of liquid assets to
deposits, plus short-term liabilities, plus Federal Home Loan Bank borrowings due within one year, less pledged
deposits for treasury tax and loan. On a consolidated basis, the liquidity ratic increased to 17.03% at
December 31, 2006 from 14.98% at December 31, 2005. The Company also monitors its net non-core funding
dependence ratio, with policy guidelines of “less than 30%”. The net non-core dependence ratio is a measure of
non-core liabilities less short-term investments, divided by long-term earning assets. The ratio was 24.65% at
December 31, 2006 and 7.08% at December 31, 2005.

The Company believes it is beneficial to take advantage of the earnings opportunity presented by current
loan demand, and to make certain arrangements to ensure adequate liquidity. In order to enhance deposit growth,
the Company has a plan in place to increase deposits by:

1} Encouraging deposit relationships with all loan customers;

2) A revised incentive program for business development officers to reward deposit growth;
3) Hiring personnel whose primary focus is deposit growth;

4)  Advertising competitive deposit rates;

5) Offering deposit promotions; and

6) Buying brokered deposits and public funds to a {imit of 15% of total deposits.

As of December 31, 2006, brokered deposits and public funds totaled $50.8 million and were 11.13% of
total deposits.

In addition, to the extent that we are not able to generate sufficient deposit growth to maintain our target
liquidity ratio, we will continue to utilize the FHLB for borrowings, as well as short-term borrowings from our
correspondent banks, and will also, where appropriate, sell oan participations to other banks.

Management is of the opinion that the standby funding sources it has in place are adequate and reliable to
meet the Company’s current and anticipated short-term liquidity needs.
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The following table sets forth certain information with respect to the Company’s liquidity as of the periods
indicated: ‘

Liquidity
December 31, December 31,
2006 2005
{Dollars in Thousands)
Cash and due from banks (net of federal reserve bank reserve requirement) ........ $17,771 316,015
Federal funds sOld .. ...ttt e e e e 2,900 21,505
Interest-bearing deposits in financial institutions .......... ... ... ... .. .. o .. 2,922 2,334
Unpledged investment securities available forsale . ................... ... ... 40,315 11,904
Stock investments restricted, 2t COSL .. .. ... .. e 1,681 1,620
Cash surrender value of life INSUTANCE . . . v it i e et a i nae e 11,639 6,735
Total liquid @sSets . . ..ot e 877,728 $60,113
Liguidity ratio:
Percentage of ending deposits and short-term liabilities . ................ ... 17.03% 14.98%
Market Risk Management

Market risk arises from changes in interest rates, exchange rates, commodity prices and equity prices. The
Company’s market risk exposure is primarily that of interest rate risk, and it has established policies and
procedures to monitor and limit earnings and balance sheet exposure to changes in interest rates. The Company
does not engage in the trading of financial instruments, nor does the Company have exposure to currency
exchange rates. The Company’s earnings depend primarily upon the difference between the income it receives
from its interest earning assets and its cost of funds, principatly interest expense incurred on interest-bearing
liabilities. Interest rates charged by the Company on its loans are affected principally by the demand for loans,
the supply of money available for lending purposes, and competitive factors. In turn, these factors are influenced
by general economic conditions and other constraints beyond the Company’s control, such as governmental
economic and tax policies, general supply of money in the economy, governmental budgetary actions and the
actions of the federal reserve bank.

Interest Rate Risk Management '

The principal objective of interest rate risk management (often referred to as “asset/liability management”)
is to manage the financial components of the Company in a manner that will optimize the risk/reward equation
for earnings and capitat in relation to changing interest rates. The Company has adopted formal policies and
practices 1o monitor and manage interest rate risk exposure. As part of this effort, the Company measures interest
rate risk utilizing both a modeling program from an outside vendor, as well as reports from third party sources,
which can be compared and analyzed together, enabling Management to better manage economic risk and
interest rate risk.

The fundamental objective of the Company’s management of its assets and liabilities is to maximize the
economic value of the Company while maintaining adequate liquidity and an exposure to interest rate sk
deemed by Management to be acceptable. Management believes an acceptable degree of exposure to interest rate
risk results from the management of assets and liabilities through maturities, pricing and mix to attempt to
neutralize the polential impact of changes in market interest rates. The Company’s profitability is dependent to a
large extent upon its net interest income, which is the difference between its interest income on interest-earning
assets such as loans and securities, and its interest expense on interest-bearing liabilities, such as deposits and
borrowings. The Company, like other financial institutions, is subject to interest rate risk to the degree that its
interest-earning assets reprice differently than its interest-bearing liabilities, i.e., not at the same time, or to the

_ same magnitude. The Company manages its mix of assets and liabilities with the goal of limiting its exposure to
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interest rate risk, ensuring adequate liquidity, and coordinating its sources and uses of funds. Interest income and
interest expense are affected by general economic conditions and by competition in the marketplace. The
Company’s interest rate and pricing strategies are driven by its asset/liability management analyses and by local
market conditions.

In connection with the foregoing strategy, the Company studies the change in net interest income and net
interest margin given immediate and parallel interest rate shocks over a 12-menth horizon. The Company’s goal
is to manage the effect of these changes within Board-established parameters of “less than a 15% change™ for up/
down 100 and 200 basis points. Shown below are possible changes to net interest income and the net interest
margin based upon the model’s program under 100 and 200 basis points increases or decreases as of
December 31, 2006:

Net Interest Income Change in Net % Change in Net Interest
Change (in Basis Points) (next twelve months) Interest Income Net Interest Income Margin
{Dollars in Thousands)
+ 200 $32,909 $ 2,507 8.25% 6.35%
+ 100 31,664 1,261 4.15% 6.11%
0 30,402 — 0.00% 5.87%
- 100 29,172 (1,230) (4.05)% 5.63%
=200 27,926 (2,476) (8.14)% 5.39%

These results indicate the effect of immediate rate changes, which are unlikely and do not consider the yield
from reinvesting in short-term versus long-term instruments. The net interest margin will improve if rates rise
and decline if rates fall. Management and the Board of Directors consider the results indicated by the report
acceptable.

The following table sets forth the interest rate sensitivity of the Company’s intercst-earning assets and
interest-bearing liabilities as of the period indicated using the interest rate sensitivity gap ratio. For purposes of
the following table, an asset or liability is considered rate-sensitive within a specified period when it can be
repriced or matures within its contractual terms. Actual payment patterns may differ from contractual payment
patterns.

Interest Rate Sensitivity Analysis as of December 31, 2006
Amounts Subject to Repricing Within

0-12 After 5 Non
Months 1-5 Years Years Sensitive Total
(Dollars in Thousands)

Assets
Federalfundssold .............coviinnnnnn. $ 2900 $§ — $ — % — $ 2900
Interest-bearing deposits withbanks ... ........... 1,308 1,515 99 — 2,922
Investment SeCUrties . .. ......vvevtvinnnrennnn- 128 45,139 27,382 _— 72,649
Stock Investments, restricted, atcost .. ........... — — 1,681 —_ 1,681
Loans, netof deferred fees ..................... 286,301 79,916 61,866 3,858 431,941
Allowance forloanlosses ...................... —_ —_ — (5,741) (5,741}
Cash surrender value of life insurance ............ — — 11,639 — 11,639
Noninterest earning assets . .................... — — — 33,136 33,136

Total asSets ...\t i e e $290,637 $126,570 $102,667 $ 31,253 $551,127
Liabilities
Noninterest-bearing deposits ................... $ — 3 — % — §I11L154 S$l11,i54
Interest-bearing deposits . ...................... 308,255 18,983 18,071 — 345,309
Repurchase agreement ........................ 30,000 — — — 30,000
Subordinated notes payable to subsidiary trusts . . . .. 6,006 12,300 — — 18,306
Noninterest paying liabilities ................ ... —_ — — 4,161 4,161
Shareholders” equity ........ ... ... .. ... ... .. — — — 42,197 42,197

Total liabilities and shareholders” equity ...... $344,261 $ 31,283 § 18,071 $ 157,512 $551,127
Interest rate sensitivity gap . .. .................. $(53,624) § 95287 § 84,596 §(126,259)
Cumulative interest rate sensitivity gap ........... $(53,624) $ 41,663 $126,259 —
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| The preceding table indicates that the Company 'had a negative one-year cumulative gap of $53.6 million at
December 31, 2006. This gap position suggests that we are liability-sensitive. In any interest rate environment,
the opportunity to reprice assets in the same dollar amounts and at the same time as liabilities would minimize
interest rate risk. The difference between the amounts of assets and liabilities repriced at the same time, or *gap,”
represents the risk, or opportunity, in repricing. If more assets than liabilities are repriced at a given time in a
rising rate environment net interest income would improve while in a declining rate environment net interest
income would decline. If more liabilities than assets were repriced under the same conditions the opposite would
result, ‘

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The information concerning quantitative and qualitative disclosures about market risk is included as part of
Part I, Item 1A above. See “Risk Factors” and Part 1I, Item 7 above. See “Management’s Discussion and
Analysis of Financial Condition and Results of Operations—Liquidity and Market Risk Management.”
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ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The following consolidated financial statements of the Company and Subsidiary at December 31, 2006 and
2005 and for each of the years in the three-year period ended December 31, 2006, are included herein:
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Consolidated Statements of Cash Flows . ... ... ... . . i i i 57
Notes to Consolidated Financial Statements . ....... ... ... it 59
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of
1st Centennial Bancorp and Subsidiary
Redlands, California

We have audited the accompanying consolidated statements of condition of 1st Centennial Bancorp and
subsidiary as of December 31, 2006 and 2003, and the related consolidated statements of earnings, shareholders’
equity, and cash flows for each of the years in the three-year period ended December 31, 2006, We also have
audited management’s assessment, appearing under Item 9A of the Form 10-K, that 1¢ Centennial Bancorp and
subsidiary maintained effective internal control over financial reporting as of December 31, 2006, based on
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organization of the Treadway Commission (COSO). 1st Centennial Bancorp and subsidiary’s management is
responsible for these financial statements, for maintaining effective internal control over financial reporting, and
for its assessment of the effectiveness of internal control over financial reporting. Our responsibility is to express
an opinion on these financial statements, an opinion on management’s assessment, and an opinion on the
effectiveness of the Company’s internal control over financial reporting based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audits to obtain reasonable assurance
about whether the financial statements are free of material misstatement and whether effective internal conirol
over financial reporting was maintained in all material respects. Our audit of financial statements included
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing
the accounting principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. Qur audit of internal control over financial reporting included obtaining an understanding
of internal control over financial reporting, evaluating management’s assessment, testing and evaluating the design
and operating effectiveness of internal control, and performing such other procedures as we considered necessary
in the circumstances. We believe that our audits provide a reasonable basis for our opinions.

A company’s internal controt over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3} provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of 1st Centennial Bancorp and subsidiary as of December 31, 2006 and 2005, and the
results of its operations and cash flows for each of the years in the three-year period ended December 31, 2006,
in conformity with accounting principles generally accepted in the United States of America. Also, in our
opinion, management’s assessment that st Centennial Bancorp and subsidiary maintained effective internal
control over financial reporting as of December 31, 2006 is fairly stated, in all material respects, based on criteria
established in Internal Control—Integrated Framework issued by the COSO. Furthermore, in our opinion, Ist
Centennial Bancorp and subsidiary maintained, in all material respects, effective internal control over financial
reporting as of December 31, 2006, based on criteria established in Internal Control—Integrated Framework
issued by the COSO.

fs!{ HUTCHINSON AND BLooODGOOD LLP

Glendale, California
February 2, 2007
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IST CENTENNIAL BANCORP AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CONDITION
December 31, 2006 and 2005
{Dollars In Thousands, Except Share Data)

2006 2005
ASSETS
Cashanddue from banks ... ... ... . i e i i e $ 18,385 $ 16,362
Federal funds sold ... ... o i e 2,900 21,505
Total cash and cashequivalents ............. ... ... . ... .. .. .. .. .. ..., 21,285 38,367
Interest-bearing deposits in financial institutions .. ........ ... ... .. oo, 2,922 2,334
Investment securities available forsale . . ... ... ... . . e 72,649 12,208
Stock investments, restricied, 8L COSL ., .. .yttt e 1,681 1,620
Loans, net of allowance for loan losses of $5,741 and $5.376 .......... .. ... ... ... 426,200 381,153
Accrued interest receivable .. ... .. e e 3,469 2,425
Premises and equipment, et . .. ... . .. e 3,152 3,652
GoodwWill L. e e e s 4,180 4,180
Cash surrender value of life insurance . ....... ... ... ... ... ... . .. ... ... . ..... 11,639 6,735
L T3 o1 g 111 1 3,950 3,518
TOLAl @SSBES .« o\ v ittt e e s $551,127 $456,192
LIABILITIES
Deposits:
Noninterest-bearing . ................. e $111,154 $106,121
Interest-bearing ... ... o e 345309 295,154
Total deposits . ...t e e 456,463 401,275
Accrued interest payable .. ... L L 432 170
Repurchase agreement . . ... ... .. e 30,000 —
Other labilities ... ..o i e e e 3,729 3,020
Subordinated notes payable to subsidiary trusts . ... .. .. i 18,306 18,306
Total lHabilities . ... ... e 508,930 422,771
COMMITMENTS AND CONTINGENCIES {Notes 13 and 15)
SHAREHOLDERS’ EQUITY
Common stock, no par value; authorized 10,000,000 shares, issued and outstanding
3,212,215 and 2,100,075 shares at December 31, 2006 and 2005, respectively .. ... ... 27,998 26,803
Retained earnings . . ... ...ttt e 14,038 6,617
Accumulated other comprehensive income . ....... ... .. . . i i 161 ]
Total sharcholders’ equity ... .. ...... ... ... . it .. T 42,197 33,421
Total liabilities and sharcholders’ equity ............... ... ... ... ... ... $551,127 $456,192

The accompanying notes are an integral part of these consolidated financial statements.
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1ST CENTENNIAL BANCORP AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF EARNINGS
Years Ended December 31, 2006, 2005 and 2004
(Dollars In Thousands, Except Per Share Data)

[
|
|
|
|
]
| 2006 2005 2004
| Interest income: .
l Loans, including fees ......... ... . .. $38.065 $32,097 $22.442
| Deposits in financial institutions .. ... .. ... ... o i 125 134 200
Federal fundssold ...... .. ... ... . . . i 1,010 350 66
| Investments:
i TaXable . .. e e 1,148 450 841
l Tax-EXemPl . . .ttt 395 165 169
\ Total INterest INCOIME ..o v vt ittt et e e b e v eaaee e 40,743 33,196 23,718
| Interest expense:
‘ Interest bearing demand and savings deposits .............. ... ... ... 5,768 2472 1,085
I Time deposits $100,000or greater .. ... 3217 1,852 788
i Other ime deposits . ... ..ottt i e 1,450 1,089 634
' Interestonborrowed funds . . . ... .. .. L e 1,989 1,643 828
] Total interest eXpense . .. ........uiin it 12,424 7,056 3,335
Netinterest INCOIME . . . ..ottt ie et ceeeaeenenennns 28,319 26,140 20,383
| Provision for loanlosses .................... s 1,320 2,140 2,098
| Net interest income after provision for loan losses ............. 26,999 24000 18,285
! Noninterest income:
| Customer ServiCe fees . . ..o v it e 1,344 1,376 1,221
Gains fromsale of loans ... ... ... ... s 373 1,394 295
Conduit loan sale INCOME . .. ... . i it i i eae e 684 972 - 398
. Other iNCOME . . ...t et i e it ea s 623 714 694
Total nonInterest INCOMIE . . . vttt ittt et e e v e s 3,024 4,456 2,608
Noninterest expense:
Salaries and employee benefits .. ... ... .. .. ... .. i 9,697 11,445 9,913
Net occupancy expense . ................ e e 2,216 2,051 1,462
“Other Operating eXpPenses . . . ... ... v it e 5,847 6,617 4,705
Total noninterest expense . ....... e e 17,760 20,113 16,080
| Income before provision for income taxes .. .................. 12,263 8,343 4,813
[ Provision for income taxes . ... ... .. it e 4,836 3,260 1,793
i NELIICOME .+ e e e e e $ 7427 § 5083 $ 3020
| Basic earnings pershare® ................... P $ 233 § 162 3 098
‘ Diluted earnings pershare2 .. ... ... .. ... e $§ 212 3§ 151 § 091
l 2 As adjusted for the 50% stock distribution declared to shareholders of record on March 3, 2006, and
| distributed April 3, 2006.
|
|
! The accompanying notes are an integral part of these consolidated financial statements.
)
| 55
!
I




1ST CENTENNIAL BANCORP AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF SHAREHOLDERS® EQUITY
Years Ended December 31, 2006, 2005 and 2004
(Dollars In Thousands, Except Share Data)

Accumulated
Other
Common Retained Comprehensive
Shares Stock Earnings Income Total
Balance, December 31,2003 . ... ... . ........... 1,502,281 $20,456 $ 3,692 $ 252 $24,400
Comprehensive income:
Netincome ............ ... .. .ciiiinini.. — —_— 3,020 — 3,020
Change in net unrealized gain on investment
securities available for sale, after tax
effects ... ... ... — — — (165) (165)
Total comprehensive income ........... 2,855
Stock dividend ........ ... ... ... ... ... ...... 378,664 — — — —
Cash paid in lieu of fractional shares ............. — — (6) — (6
Compensation expense on incentive stock options . . . — i0 — — 10
Issuance of restricted stock awards . .............. 9,000 41 — — 41
Exercise of stock options, including tax benefit . . . .. 49,666 701 — — 701
Balance, December 31,2004 .. ................. 1,939611 21,208 6,706 87 28,001
Comprehensive income:
Netincome ........ ... — — 5,083 — 5,083
Change in net unrealized gain on investment
securities available for sale, after tax
effects ... . ... e —_ —— — (86) (86)
Total comprehensive income ........... ﬂ
Stockdividend ........ ... ... ... ... ... 135,815 5,161 (5,161) — —
Cash paid in lieu of fractional shares .......... ... — — (11 — (1)
Compensation expense on incentive stock options . . . — 8 — — 8
Vesting on issuance of restricted stock awards ... .. — 41 - — 4]
Exercise of stock options, including tax benefit . . . .. 24,649 385 — — 385
Balance, December 31,2005 . .................. 2,100,075 26,803 6,617 i 33,421
Comprehensive income:
Netincome ............. i reenunns. — — 7,427 — 7,427
Change in net unrealized gain on investment
securities available for sale, after tax
effects ... ... ... . — — — 160 160
Total comprehensive income ........... 7,587
Stock distribution . .......... .. .. .. .. 1,062,656 — — —_— —
Cash paid in lieu of fractional shares ............. — — (6) — (6)
Compensation expense on incentive stock options . . . — 542 — — 542
Retirement of unvested restricted stock awards . . . .. (578) — — — —
Vesting on issuance of restricted stock awards .. ... — 36 — — 36
Exercise of stock options, including tax benefit . . . . . 50,062 617 — — 617
Balance, December 31,2006 . .................. 3,212,215 $27,998 $14,038 $ 16l $42,197

The accompanying notes are an integral part of these consolidated financial staterments,
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1ST CENTENNIAL BANCORP AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31, 2006, 2005 and 2004

{Dollars In Thousands)

CASH FLOWS FROM OPERATING ACTIVITIES
=TT 1Tt 1=
Adjustments to reconcile net income to net cash provided by operating
activities:
Depreciation and amortization . ............... . oo ool
Loss (gain) on disposal of equipment ............. ...t
Provision forloanlosses . ... ... ... i i
Loss (gain) from sale of investments .......... ... oo,
Amortization of deferred loanfees .......... ... ... . ol
Amortization of excess purchase value of deposits ..................
Stock cOmMPensation EXPense . ... ... e e
Deferred income tax benefit .. ......... ... ... .. o i
Amortization of excess value of loans . ... ... ... e
Net amortization on investments and interest-bearing deposits . ........
Increase in cash surrender value of life insurance .. .................
Increase in assets:
Accrued interestreceivable ......... ... . ..o
OhEr @85BS .« .o oottt ittt i
Increase (decrease) in liabilities:
Accrued interest payable ................ e
Other liabilities . ....................... P R

Net cash provided by operating activities .....................

CASH FLOWS FROM INVESTING ACTIVITIES
Net decrease (increase) in interest-bearing deposits in financial institutions . .
Activity in available-for-sale securities:
Purchase of securities . .. ... ... i e
Proceeds from sales, maturities and principal repayments of securities . .
Purchases of Federal Home Loan Bank stock ........... ... .. ...
Netincrease iNloans .........c.c.cuiiniiiniiinionnareroneinnenen,
Additions to bank premises and equipment . ....... ... ..o
Purchase of life insurance policies .. ....... ... .. o oot

Net cash used in investing activities ............. . ... . ...,

2006 2005 2004
'$ 7427 $ 5083 $ 3,020
675 662 528
(7 16 5
1320 2,140 2,098
3) 5 —
(1,714 (2,157)  (1,780)
9 14 14
578 49 51
(178)  (625) (688)
— 38 33
62 204 525
(404) (247) (282)
(1,044)  (1,659) (56)
(318)  (135) (614)
262 (145) 91
709 1,086 198
7374 4329 3,343
(514) 1,691 842
(37,266) — —
6,907 7491 14,753
(61) 5 (748)
(44,653) (73,144) (120,159)
(168) (1,217 (1,178)
(4,500) — —
(80,255) (65,184) (106,490)

The accompanying notes are an integral part of these consolidated financial statements.
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1ST CENTENNIAL BANCORP AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)
Years Ended December 31, 2006, 2005 and 2004

(Dollars In Thousands)
2006 2005 2004

CASH FLOWS FROM FINANCING ACTIVITIES
Net increase in noninterest-bearing demand deposits . ..................... $ 5033 $13501 $25984
Net increase in interest-bearing deposits .. ......... ... ... ... ... .. ..., 50,155 95972 53,045
Repayments of federal fundspurchased ........... ... ... .. ... ........ — 475y (1,375
Proceeds from (repayments of) Federal Home Loan Bank borrowings ........ — (21,0000 13,400
Proceeds from issuance of trust preferred securities . .. .................... — 5,155 7,145
Cash dividends paid in lieu of fractional shares .......................... (&) (n ®)
Proceeds from exercise of stock options ........... ... ... ... ... ... 617 385 701

Net cash provided by financing activities . ............... ... .... 55,799 93,527 938,894

Net increase (decrease) in cash and cash equivalents .............. (17,082) 32,672 (4,253)
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR .......... 38,367 5,695 9,948
CASH AND CASH EQUIVALENTS,ENDOFYEAR .................. $21,285 538,367 $ 5,695
SUPPLEMENTARY INFORMATION:
Interest Paid - . ..o\ v e e $12,153 § 7,187 § 3,244
Income taxes Paid . ... ... ...t e $ 5468 $ 3,677 $ 2,564
NON CASH INVESTING AND FINANCING ACTIVITIES: -
Acquisition of investment securities through a repurchase agreement ......... $3000 $ — 3 —

The accompanying notes are an integral part of these consolidated financial statements.
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1ST CENTENNIAL BANCORP AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES

Nature of Business

Is* Centennial Bancorp (the Company) is a bank holding company headquartered in Redlands, California
that provides, through its subsidiary, 1%t Centennial Bank (the Bank), a broad array of products and services
throughout its operating areas in Southern California. The Bank operates six branches, which provide
commercial and consumer banking services. Segment reporting is not presented since the Company’s revenue is
attributed to a single reportable segment.

A summary of the Company’s significant accounting policies follows:
Basis of Presentation and Consolidation

The consolidated financial statements include the accounts of the Company and its wholly-owned
subsidiary, the Bank. All significant intercompany balances and transactions have been eliminated in
consolidation. The accounting and financial reporting policies the Company follows conform, in all material
respects, to accounting principles generally accepted in the United States and to general practices within the
financial services industry,

In consolidating, the Company determines whether it has a controlling financial interest in an entity by first
evaluating whether the entity is a voting interest entity or a variable interest entity under accounting principles
generally accepted in the United States. Voting interest entities are entities in which the total equity investment at
risk is sufficient to enable the entity to finance itself independently and provides the equity holders with the
obligation to absorb losses, the right to receive residual returns and the right to make decisions about the entity’s
activities. The Company consolidates voting interest entities in which it has all, or at least a majority of, the
voting interest. As defined in applicable accounting standards, variable interest entities (VIEs) are entities that
lack one or more of the characteristics of a voting interest entity. A controlling financial interest in an entity is
present when an enterprise has a variable interest, or a combination of variable interests, that will absorb a
majority of the entity's expected losses, receive a majority of the entity’s expected residual returns, or both. The
enterprise with a controlling financial interest, known as the primary beneficiary, consolidaies the VIE. The
Company’s wholly owned subsidiaries, Centennial Capital Trust 1, Centennial Capital Trust II and Centennial
Capital Trust III, are VIEs for which the Company is not the primary beneficiary. Accordingly, the accounts of
these entities are not included in the Company’s consolidated financial statements.

Use of Esfimates

In preparing consolidated financial statements in conformity with accounting principles generally accepted
in the United States of America, management is required to make estimates and assumptions that affect the
reported amounts of assets and liabilities as of the date of the statement of condition and reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates. Material
estimates that are particularly susceptible to significant change in the near term relate to, but are not limited to,
the determination of the allowance for loan losses and the valuation of foreclosed real estate.

Interest-Bearing Depaosits in Financial Institutions

Interest-bearing deposits in financial institutions mature within ten years and are carried at cost,
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1ST CENTENNIAL BANCORP AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES—(Continued)

Investment Securities

Debt securities that management has the positive intent and ability to hold to maturity are classified as “held
to maturity” and recorded at cost. Securities not classified as held to maturity or trading, including equity
securities with readily determinable fair values, are classified as “available for sale” and recorded at fair value,
with unrealized gains or losses excluded from earnings and reported in other comprehensive income, net of
related tax. There were no debt securities “held to maturity” at December 31, 2006 and 2005.

Purchase premiums and discounts are recognized in interest income using the interest method over the terms
of the securities. Declines in the fair value of securities below their cost that are deemed to be other-than-
temporary, are reflected in earnings as realized losses. In estimating other-than-temporary impairment losses,
management considers (1) the length of time and the extent to which the fair value has been less than cost, (2) the
financial condition and near-term prospects of the issuer, and (3) the intent and ability of the Company to retain
its investment in the issuer for a period of time sufficient to allow for any anticipated recovery in fair value.
Gains and losses on the sale of securities are recorded on the trade date, and are determined using the specific
identification method.

Restricted Stock Investments

Federal Home Loan Bank and Pacific Coast Bankers’ Bank stock are carried at cost, and are evaluated for
impairment based on an estimate of the ultimate recoverability of par value.

Loans

The Company grants construction, real estate, commercial and consumer loans to customers. A substantial
portion of the loan portfolio is represented by construction and development, and commercial loans throughout
Southern California. The ability of the Company's debtors to honor their contracts is dependent upon the real
estate and general economic conditions in this area.

Loans that management has the intent and ability to hold for the foreseeable future or until maturity or
pay-off, generally are reported at their outstanding unpaid principal balances adjusted for charge-offs, the
allowance for loan losses, and any deferred fees or costs on originated loans.

Interest on loans is accrued daily as earned, except when serious doubt concerning collectibility arises, at
which time such loans are placed on a nonaccrual basis, generally if no payment is received after ninety days and
all accrued and uncollected interest income is reversed against current period operations. Interest income on
nonaccrual loans is recognized onty when the loan is paid in full.

Unearned income on installment loans is recognized as income over the term of the loans using a method
that approximates the interest method.

Loan origination fees and costs are deferred and amortized as an adjustment of the loan’s yield over the life

of the loan using the interest method, which results in a constant rate of return. Amortization of deferred fees is
discontinued when a loan is placed on nenaccrual status.
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1ST CENTENNIAL BANCORP AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES—(Continued)

Loans Held for Sale

Loans originated and intended for sale in the secondary market are carried at the lower of cost or estimated
fair value in the aggregate. Fair value is based on commitments on hand from investors or prevailing market
prices. Net unrealized losses, if any, are recognized through a valuation allowance by a charge to income. The
Company actively generates Small Business Administration (SBA) loans as part of its primary operating activity
of making loans. The guaranteed portion of each individual loan is sold on the secondary market simultaneously
with the booking, and therefore the Company has no inventory “held for sale,” unlike some institutions that
warehouse loans to sell as “pools.” The Company retains the unguaranteed portion of the SBA loans. The total
gain on sale of loans was $373,000 or 0.85% of gross revenue for 2006, $1.394 million or 3.7% for 2005 and
$295,000 or 1.12% for 2004, The Company reported the gain on sale of loans as operating activities on the
Consolidated Statement of Cash Flows,

Allowance for Loan Losses

The allowance for possible loan losses is a reserve established through a provision for possible loan losses
charged to expense, which represents, in management’s judgment the known and inherent credit losses existing
in the loan portfolio. The allowance, in the judgment of management, is necessary to reserve for estimated lean
losses inherent in the loan portfolio. The allowance for possible loan losses includes allowance allocations
calculated in accordance with Statement of Financial Accounting Standards (“SFAS”) No. 114, “Accounting by
Creditors for Impairment of a Loan,” as amended by SFAS No. 118, “Accounting by Creditors for Impairment
of a Loan—Income Recognition and Disclosures,” and allowance allocations calculated in accordance with
SFAS No. 5, “Accounting for Contingencies.” The level of the allowance reflects management’s continuing
evaluation of industry concentrations, specific credit risks, loan loss experience, current loan portfolic quality,
present economic, political and regulatory conditions and unidentified losses inherent in the current Joan
portfolio, as well as trends in the foregoing. Portions of the allowance may be allocated for specific credits;
however, the entire allowance is available for any credit that, in management’s judgment, should be charged off.

While management utilizes its best judgment and information available, the ultimate adequacy of the
allowance is dependent upon a variety of factors beyond the Company’s control, including the performance of
the Company’s loan portfolio, the economy, changes in interest rates and the view of the regulatory authorities
toward loan classifications.

The Company’s allowance for possible loan losses consists of three elements: (i} specific valuation
allowances established for probable losses on specific loans; (ii) historical valuation allowances calculated based
on historical loan loss experience for similar loans with similar characteristics and trends; and (iii) unallocated
general valuation ailowances determined based on general economic conditions and other qualitative risk factors
both internal and external to the Company.

A loan is considered impaired when, based on current information and events, it is probable that the
Company will be unable to collect the scheduled payments of principal or interest when due according to the
contractual terms of the loan agreement. Factors considered by management in determining impairment include
payment status, collateral value, and the probability of collecting scheduled principal and interest payment when
due. Loans that experience insignificant payment delays and payment shortfalls generally are not classified as
impaired. Management determines the significance of payment delays and payment shortfalls on a case-by-case
basis, taking into consideration all of the circumstances surrounding the loan and the borrower, including the
length of the delay, the reasons for the delay, the borrower’s prior payment record, and the amount of the

61




1ST CENTENNIAL BANCORP AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES—(Continued)
Allowance for Loan Losses {Continued)

shortfall in relation to the principal and interest owed. Impairment is measured on a loan by loan basis for
commercial and construction loans by either the present value of expected future cash flows discounted at the
loan’s effective interest rate, the loan’s obtainable market price, or the fair value of the collateral if the loan is
collateral dependent.

Loan Servicing

Servicing assets are recognized as separate assets when rights are acquired through purchase or through sale
of financial assets. Capitalized servicing rights are reported in other assets and are amortized into other income in
proportion to, and over the period of, the estimated future net servicing income of the underlying financial assets.
Servicing assets are evaluated for impairment based upon the fair value of the rights as compared to amortized
cost. Impairment is determined by stratifying rights by predominant characteristics, such as interest rates and
terms. Fair value is determined using prices for similar assets with similar characteristics, when available, or
based upon discounted cash flows using market-based assumptions. Impairment is recognized through a
valuation allowance for an individual stratum, to the extent that fair value is less than the capitalized amount for
the stratum.

Premises and Equipment

Land is carried at cost. Premises and equipment are stated at cost, less accumulated depreciation.
Depreciation is provided for in amounts sufficient to relate the cost of depreciable assets to operations over their
estimated service lives on a straight-line basis, which range from 3 to 39 years. Leasehold improvements are
amortized over the shorter of their estimated useful life or life of related leases, whichever is shorter.

Goodwill and Other Intangible Assets

Goodwill is carried as an asset on the Company’s statement of condition, and is evaluated at least once per
year for impairment. If the carrying value of the goodwill is determined to be impaired, the Company will write-
down the amount of goodwill to its estimated value. The amount of goodwill written-off will be expensed in the
year impairment is determined. There were no changes to the carrying amount of goodwill during the years
ended December 31, 2006 and 2005.

Other intangible assets consist of one-time loan and deposit fair value adjustments. These fair value
adjustments are amortized on a straight-line basis with remaining lives of up to one year,

Foreclosed Real Estate

Assets acquired through, or in lieu of, loan foreclosures are held for sale and are initially recorded at fair
value less estimated cost to sell at the date of foreclosure, establishing a new cost basis. Troubled loans are
transferred to foreclosed real estate upon completion of formal foreclosure proceedings.

Costs relating to development and improvement of foreclosed real estate are capitalized, whereas costs
relating to holding property are expensed. The portion of interest costs relating to development of real estate is
capitalized.
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1ST CENTENNIAL BANCORP AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES—(Continued)
Foreclosed Real Estate (Continued)

Valuations are periodically performed by management, and an allowance for losses is established through a
charge to operations if the carrying value of a property exceeds its fair value, less estimated costs to sell, -

Transfers of Financial Assets

Transfers of financial assets are accounted for as sales, when control over the assets has been surrendered.
Control over transferred assets is deemed to be surrendered when: (1) the assets have been isolated from the
Company, (2) the transferee obtains the right (free of conditions that constrain it from taking advantage of that
right) to pledge or exchange the transferred assets, and (3) the Company does not maintain effective control over
the transferred assets through an agreement to repurchase them before their maturity.

Advertising cost

Advertising costs are accrued then paid as incurred.

Income Taxes

Deferred income taxes are recognized for estimated future tax effects attributable to temporary differences
between income tax and financial reporting purposes and carry forwards, Valuation allowances are established
when necessary to reduce the deferred tax asset to the amount expected to be realized. Deferred tax assets and
liabilities are reflected at currently enacted income tax rates applicable to the period in which the deferred tax
assets or liabilities are expected to be realized or settled. As changes in tax laws or rates are enacted, deferred tax
assets and liabilities are adjusted accordingly through the provision for income taxes,

Stock Incentive Plan

The Company has a stock incentive plan that includes, among other awards, both incentive and nonqualified
stock options, and authorizes the issnance of stock options to salaried employees and non-employee directors
{See Note 11). ’

In December 2004, the Financial Accounting Standards Board (the “FASB”) issued SFAS No. 123R
(Revised 2004), Share-Based Payment, which is a revision of SFAS No. 123, Accounting for Stock-Based
Compensation. SFAS No. 123R supersedes APB No. 25 and amends FASB Statement No. 95, Statement of Cash
Flows. SFAS No. 123R requires all share-based payments to employees, including grants of employee stock
options, to be recognized as compensation expense through the income statement based on their fair values at
issue date. SFAS No. 123R also requires the benefits of tax deductions in excess of recognized compensation
cost to be reported as a financing cash flow, rather than as an operating cash flow required under current
guidelines.

The Company adopted the provisions of SFAS 123R, effective January 1, 2006, using the medified
prospective method and began recording compensation expense associated with stock-based awards in
accordance with SFAS No. 123R. Stock-based compensation expense was $542,000 for the year ended
December 31, 2006 net of related tax benefits.
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1ST CENTENNIAL BANCORP AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES—(Continued)

Stock Incentive Plan (Continued)

As a result of the adoption of SFAS No. 123R and based on the stock-based compensation awards
outstanding as of December 31, 2006, the Company expects to recognize additional pre-tax compensation cost
{(in thousands) as follows:

2007 2008 2009 2010 2011 Total
$425 $332 $270 $ 261 $ 32 $1,320

Future levels of compensation cost recognized related to stock-based compensation awards (including the
aforementioned expected costs during the period of adoption) may be impacted by new awards and/or
modifications, repurchases and cancellations of existing awards before and after the adoption of this standard.

The fair value of each option granted is estimated on the date of grant using the Black-Scholes option-
pricing model for those options granted through December 31, 2005 and the Binomial method for those options
granted after December 31, 2005. Under both methods, the following weighted average assumptions were used
for option granted in 2006, 2005 and 2004, to arrive at the fair value for each grant:

2006 2005 2004
Dividendyield . ..... ... ... .. ..., 0% 0% 0%
Expected volatility ............ ... . .. L 21.50%  21.88%  22.30%
Risk free interestrate ............... ... ... ... ..., 4.65% 4.15% 4.23%
Expectedterm ................. ... ... e 10 years 10 years 10 years

The expected volatility is based on historical volatility. The risk-free interest rates for periods within the
contractual life of the awards are based on the U.S. Treasury yield in effect at the time of the grant. The expected
life is based on historical exercise experience. The dividend yield assumption is based on the Company’s history
and expectation of dividend payouts.

The following table illustrates the effect on the Company’s net income and earnings per share, had the
Company applied the fair value recognition provision of SFAS 123R for the years ended December 31, 2005 and
2004:

Years Ended
December 31,
2005 2004
Net income:
Asrteported ... ... e $5,083  $3,020
Proforma.......... e e e e, 4,791 2,462
Compensation cost, netoftaxes ........... ..o, § 292 % 558
Basic earnings per share:
Asreported ... $162 §$ 098
Proforma . ..o e 1.53 0.80
Diluted earnings per share:
Asteported ... e $151 $091
Proforma . ... e e 1.42 0.74
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Note 1. NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES—(Continued)

Employee Stock Ownership Plan with 401(k) Provisions (KSOP)

Contributions expense is recognized based on ‘cash contributions paid or committed to be paid to the KSOP,
All shares held by the KSOP are deemed outstanding for purposes of earnings per share calculations. Dividends
declared on all shares held by the KSOP are charged to the Company’s retained earnings.

Earnings Per Share?!

Basic earnings per share represent income available to common shareholders divided by the weighted-
average number of common shares outstanding during the period. Diluted earnings per share reflect additional
common shares that would have been outstanding if dilutive potential common shares had been issued, as well as
any adjustment to income that would result from the assumed issuance. Potential common shares that may be
issued by the Company relate to outstanding stock grants and stock options and are determined using the treasury
stock method. Weighted-average number of common shares outstanding for basic earnings per share amounted to
3,186,668, 3,128,809 and 3,068,549 for 2006, 2005 and 2004, respectively. Weighted-average number of
common shares outstanding for dilutive earnings per share amounted to 3,511,324, 3,369,527 and 3,322,197 for
2006, 2005 and 2004, respectively.

Statement of Cash Flows

For the purposes of reporting cash flows, cash’and cash equivalents include cash on hand, amounts due from
banks, and federal funds sold.

Comprehensive Income

Generally accepted accounting principles (GAAP) requires that recognized revenue, expenses, gains and
losses be included in net income. Although certainichanges in assets and liabilities, such as unrealized gains and
losses on available for sale securities, are reported as a separate component of the equity section of the balance
sheet, such items, along with net income, are components of comprehensive income,

The components of other comprehensive income at December 31 are as follows:

2006 2005 2004

Unrealized holding gain (loss) on Available for sale securities ........... $260 $(148) $(275)
Reclassification adjustment for (gains) losses realized in income ... ...... (3) 5 —
Netunrealized 108 . ... ..ot i e et e 257 (143) (275)
Taxeffect ........ ... . ... . oeeeeon... e e (Cr)] 57 E10
Unrealized gain (1ossy net-of-tax .. ......vvvnnnnniiienn.. $160  $ (86) S$(165)

Recent Accounting Pronouncements

In June 2006, the FASB issued FASB Interpretation No. 48 “Accounting for Uncertainty in Income Taxes
(an interpretation of FASB Statement No. 109”) which is effective for fiscal years beginning after December 135,

21 All share and per share information has been adjusted to reflect the 50% stock distribution declared to
shareholders of record on March 3, 2006, and distributed April 3, 2006.
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Recent Accounting Pronouncements (Continued)

2006 with earlier adoption encouraged. This interpretation was issued to clarify the accounting for uncertainty in
income taxes recognized in the financial statements by prescribing a recognition threshold and measurement
attribute for the financial statement recognition and measurement of a tax position taken or expected to be taken
in a tax return. The Company is currently evaluating the potential impact of this interpretation.

In February 2006, the FASB published SFAS No. 155, Accounting for Ceriain Hybrid Financial
Instruments, which amends SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities, and
SFAS No. 140, Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities.
The statement resolves issues addressed in SFAS No. 133 Implementation Issue No. DI, “Application of
Statement 133 to Beneficial Interests in Securitized Financial Assets.” SFAS No. 133 permits fair value
remeasurement for any hybrid financial instrument that contains an embedded derivative that otherwise would
require bifurcation and clarifies which interest-only strips and principal-only strips are not subject to SFAS
No. 133 requirements. SFAS No. 155 also establishes a requirement to evaluate interests in securitized financial
assets in order to identify interests that are freestanding derivatives or that are hybrid financial instruments that
contain an embedded derivative requiring bifurcation, clarifies that concentrations of credit risk in the form of
subordination are not embedded derivatives and amends SFAS No. 140 to eliminate the prohibition on a QSPE
from holding a derivative financial instrument that pertains to a beneficial interest other than another derivative
financial instrument. SFAS No. 155 is effective for all financial instruments acquired or issued after the
beginning of an entity’s first fiscal year that begins after September 15, 2006. The fair value election may also be
applied upon adoption of SFAS No. 155 for hybrid financial instruments that had been bifurcated under
paragraph 12 of SFAS No. 133 prior to the adoption of SFAS No. 155. The Company does not expect adoption
of SFAS No. 155 will have a material affect on the consolidated financial statements results of operations or
liquidity of the Company.

In March of 2006, the FASB published SFAS No. 156, Accounting for Servicing of Financial Assets, which
amends SFAS No. 140, Accounting for Transfers and Servicing of Financial Assets and. Extinguishments of
Liabilities, with respect to the accounting for servicing of financial assets. SFAS No. 156 requires that all
separately recognized servicing rights be initially measured at fair value, if practicable. For each class of
separately recognized servicing assets and liabilities, SFAS No. 156 permits an entity to choose either of the
following subsequent measurement methods: (1) the amortization of servicing assets or liabilities in proportion to
and over the period of estimated net servicing income or net servicing loss or (2) the reporting of servicing assets
or liahilities at fair value at each reporting date and reporting changes in fair value in earnings in the period in
which the changes occur. SFAS No. 156 also requires additional disclosures for all separately recognized
servicing rights. Early adoption is permitted as of the beginning of an entity’s fiscal year, provided the entity has
not yet issued financial statements, including interim financial statements, for any period of that fiscal year.
SFAS No. 156 is effective the earlier of the date an entity adopts the requirements of SFAS No. 156, or as of the
beginning of its first fiscal year beginning after September 15, 2006. An entity should apply the requirements for
recognition and initial measurement of servicing assets and servicing liabilities prospectively to all transactions
after the effective date of SFAS No. 156. The Company does not expect adoption of SFAS No. 156 will have a
material affect on the consolidated financial statements results of operations or liquidity of the Company.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements,” which defines fair value,
establishes a framework for measuring fair value, and expands disclosures about fair value measurements. SFAS
No. 157 does not require any new fair value measurements, but applies under other existing accounting
pronouncements that require or permit fair value measurements. SFAS No. 157 emphasizes that fair value is a
market-based measurement, not an entity-specific measurement and, therefore, should be determined based on
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Recent Accounting Pronouncements (Continued)

the assumptions that market participants would use in pricing that asset or liability. SFAS No. 157 also
establishes a fair value hierarchy that distinguishes between market participant assumptions developed based on
market data obtained from independent sources and the Company’s own assumptions about market participant
assumptions based on the best information avaiiable. SFAS No. 157 is effective for the Company on January 1,
2008 with earlier adoption permitted, The Company does not expect adoption to have a significant impact on the
consolidated financial statements, results of operations or liquidity of the Company.

In September 2006, the FASB issued SFAS No. 158, “Emplovers’ Accounting for Defined Benefir Pension
and Other Postretirement Plans-—an amendment of FASB Statements No. 87, 88, 106 and 132(R).” SFAS
No. 158 requires employers to recognize the overfunded or underfunded status of defined benefit postretirement
plans, other than multiemployer plans, as assets or liabilities on the balance sheet and to recognize changes in the
funded status in the year in which the changes occur through comprehensive income, The recognition and
disclosure provisions of SFAS No, 158 are effective for the Company as of December 31, 2006. The Company
does not expect adoption of SFAS No, 158, to have a significant impact on the consolidated financial stalements,
results of operations or liquidity of the Company.,

In September 2006, the Emerging Issues Task Force (“EITF”) reached a final consensus on Issue No. 06-4
(“EITF 06-4”), “Accounting for Deferred Compensation and Postretirement Benefit Aspects of Endorsement
Split-Dollar Life Insurance Arrangements.” EITF (6-4 requires employers to recognize a liability for future
benefits provided through endorsement split-dolar life insurance arrangements that extend into postretirement
periods in accordance with SFAS No. 106, “Employers’ Accounting for Postretirement Benefits Other Than
Pensions” or APB Opinion No. 12, “Omnibus Opinion—1967.” The provisions of EITF 06-4 are effective for the
Company on January 1, 2007 and are to be applied as a change in accounting principle either through a
cumulative-effect adjustment to retained earnings or other components of equity or net assets in the statement of
financial position as of the beginning of the year of adoption; or through retrospective application to all prior
periods. The Company is currently evaluating the financial statement impact of adoption of EITF 06-4,

In September 2006, the EITF reached a final consensus on Issue No. 06-5 (“EITF 06-5), “Accounting for
FPurchase of Life Insurance—Determining the Amount That Could be Realized in Accordance with FASB
Technical Bulletin No. 85-4”. EITF 06-5 requires that the cash surrender value and any amounts provided by the
contractual terms of an insurance policy that are realizable at the balance sheet date be considered in determining
the amount that could be realized under Technical Bulletin No. 85-4. The provisions of EITF 06-5 require
(1) consideration of the effect of contractual restrictions that limit amounts that could be realized, (2) exclusion
from the amcunt that could be realized of amounts recoverable at the discretion of the insurance company,
(3) amounts that are recoverable by the policyholder in periods beyond one year from the surrender of the policy
be discounted, and (4) an assumption that policies will be surrendered on an individual life—by—individual life
basis. The provisions of EITF 06-5 are effective for the Company on January I, 2007 and are to be applied as a
change in accounting principle either through a cumulative-effect adjustment to retained earnings or other
components of equity or net assets in the statement of financial position as of the beginning of the year of
adoption: or through retrospective application to all prior periods. The Company is currently evaluating the
financial statement impact of adoption of EITF 06-5.

Note 2. RESTRICTIONS ON CASH AND AMOUNTS DUE FROM BANKS

The Bank is required to maintain an average account balance with the Federal Reserve Bank. At December 31,
2006 and 2005, the Company met the requirements which amounted to $614,000, and $847 000, respectively.
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Note 3. INVESTMENT SECURITIES, AVAILABLE FOR SALE

The following is a comparison of amortized cost and fair value of investment securities at December 31,
2006 and 2005:

2006
Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
US agency Securities . ..........oiiiiittiiiiiaiinnnnonai, $30,000 $210 $— $30,210
Federal agency mortgage-backed securities ................... 19597 190 - (61) 19,726
Obligations of states and local government securities ............ 22,782 120 (189) 22,713

$72,379 3520 $(250) $72,649

2005
Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
Federal agency mortgage-backed securities ................... $ 8,242 $ 51 51200  § 8,173
Obligations of states and local government securities ... ......... 3,037 98 — 4,035

$12,179 $149 $(120)  $12,208

The amortized cost and fair value of investment securities available for sale at December 31, 2006, by
contractual maturity, are shown below. Expected maturities for mortgage-backed securities may differ from
contractual maturities because borrowers may have the right to call or retire obligations with or without call or
prepayment penalties.

Amortized Fair

Cost Value
WiIthin ONE YEar . ..ottt ee it $ 1 3 1
Over 1 yearto S years .. ... ..o iiiiiiiniene i nns 32,361 32,612
OverSyearstol0years . ....... ..o .. 4,632 4,675
Over 10 Years ... .. oon i i 15,788 15,635
52,782 52,923
Federal agency mortgage-backed securities .. ............. .. ... 19,597 19,726

$72,379  $72,649

As of December 31, 2006 and 2005, U.S. treasury and agency securities, federal agency mortgage-backed
securities and obligations of states and local government securities with an amortized cost of $31,331,000 and
$302,000 and fair values of $31,584,000 and $304,000 respectively, were pledged as collateral as required or
permitted by law.

During the year ended December 31, 2006, the Company sold 17 securities with proceeds of $3,302,000 and
a net realized gain of $3,000. The tax provision applicable to this realized gain amounted to $1,000. During the
year ended December 31, 2005, the Company sold one security with proceeds of $200,000 and a gross realized
loss of $5,000. The tax benefit applicable to this realized loss amounted to $2,000.
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Note 3. INVESTMENT SECURITIES, AVAILABLE FOR SALE—(Continued)

Information pertaining to securities with gross unrealized losses at December 31, 2006, aggregated by
investment category and length of time that individual securities have been in a continuous loss position, follows:

Less Than 12 Months Over 12 Months
Gross Gross
Unrealized Fair Unrealized Fair
Losses Value Losses Value
Federal agency mortgage-backed securities ......... $ 22 $ 5,400 $(39 $2,373
Obligations of states and local government
SECUTILES ... ...ttt ie it n i enee ey (189 16,312 —_ —

$Q211)  $21,712  $(39)  $2,373

At December 31, 2006, the aggregate depreciation of the investment securities with unrealized losses was
1.03% from the Company’s amortized cost basis. These unrealized losses relate principally to long-term Federal
agency mortgage-backed securities and obligations of states and local government securities. The securities are
well secured, and the Company has the ability to hold them to maturity. Thus, no declines are deemed to be other
than temporary.

Note 4. STOCK INVYESTMENTS, RESTRICTED

Restricted stock investments include the following at December 31, and are recorded at cost:

20006 2005
Pacific Coast Bankers’ Bank stock .......c.ovviiinrnnnrnnenns $ 487 3 487
Federal Home Loan Bank stock . ... iiiiiiieinns 1,194 1,133

SLEBI 51620
The Bank is required to hold shares of stock in the Federal Home Loan Bank of San Francisco (FHLB)
based on the greater of 1% of the membership asset value, which is calculated using Call Report data from the
most recent year end, or 4.7% of its advances from the FHLB as of the most recent quarter end.

Note 5. LOANS ‘
The composition of the Company’s loan portfolio at December 31 is as follows:
2006 2005
Real estate loans
Construction and development ..................... e e $174,040 $137,292
Residential .. ... ...ttt i ittt i e it it e st i en e annenns 3,063 3,440
Commercial and multi-family ....... ... .. ... . 77,245 84,813
Commercial l0ans .. ... . ... . . ittt tr e te ittty 165,765 151,207
L) 110 o= o [ 14 T 4,764 2,784
Equity lines of credit ... . ... ... ..o i e 6,762 7,644
Creditcard and other 10ans . ... ittt it s ien e eiraaannens 1,652 1,304
00 71 1 s T 433,291 388,434
Less UNearned MCOMIE . . .. vt ittt ettt te e ittt ie et iaerasaaeestraaenenns (1,350) (1,955)
Less allowance for [oan 10SSes . ... ittt ittt it it arn it et eraanenrns (5,741) (5,376)
Netloans ... ...ttt e e $426,200 $381,153
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Note 5, LOANS—(Continued)

Changes in the allowance for loan losses are summarized as follows:

2006 2005 2004
Balance as of January 1 ........ e $5376 $4137 $2.108
Provision charged toexpense ........ ... ... ... ... ... 1,320 2.140 2,098
Loans charged-off .......... ... ... ... .. ... . ... ... (1,123)  (1,008) (155)
Recoveries of loans previously charged-off ............. 168 107 86
Balance asof December 31 ..., $5741 $5376 $4,137

Loans serviced for others are not included in the accompanying statements of condition. The unpaid
principal balances of loans serviced for others were $54,711,000 and $90,900,000 at December 31, 2006 and
2005, respectively.

The balance of capitalized loan servicing rights included in other assets was $409,000 and $439,000 at
December 31, 2006 and 2005, respectively.

The following table is a summary of information pertaining to impaired loans as of December 31:

2006 2005
Impaired loans without a valuation allowanée ....................... $2,880 %
Impaired loans with a valuation allowance ......................... 978 911
Total impaired Joans . .. ..ottt e e e e $3.858 @
Valuation allowance related to impairedloans ...................... $ 304 @
Total non-accrual loans .......... ... ... . i $3.858 @
Total loans past-due ninety days or more and still accruing ............ $ — E
Years Ended
December 31,

2006 2005 2004

Average investment in impaired loans .. ... .. .... ... ... ... $1,707 3416  $254

For the years ended December 31, 2006, 2005 and 2004, there was no interest income recognized on
impaired loans on a cash basis. No additional funds were committed to be advanced in connection with impaired
loans.
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Note 6. PREMISES AND EQUIPMENT

Premises and equipment at December 3| consist of the following;:

2006

Land ... e e 132

Building ....... ... . 1,133

Equipment, leasehold improvements, furniture and fixtures ......... 6,209

Construction IN PIOZIESS . . . . oot vt ettt iaaanniaanns 45

Total ... e 7,519
Less accumulated depreciation and amortization .. ................ (4,367

$ 3,152

2005

$ 132
1,133
6,066

42

7,373
(3,721)

$ 3,652

Total depreciation expense amounted to $675,000, $662,000 and $528,000 for the years ended

December 31, 2006, 2005 and 2004, respectively.

The Company leases space for branch and loan premises. Pursnant to the terms of the noncancelable
operating lease agreements in effect at December 31; 2006, future minimum rent commitments under these leases

are as follows:

Operating Net

Lease Sublease Lease
Expense Income Expense
00T e e $1,036 $ 76 $ 960
2008 .. e e 586 11 575
2009 ... 451 — 451
2000 L e 236 — 236
200 e e 20 — 20
$2,329 $ 87 $2,242

Gross rent expense for the years ended December 31, 2006, 2005 and 2004 amounted to $887,000, $355,000
and $569,000, respectively. Total sublease income for the years ended December 31, 2006, 2005 and 2004

amounted to $83,000, $61,000 and $51,000, respectively.

Note 7. DEPOSITS

The aggregate amount of time deposits in denominations of $100,000 or greater at December 31, 2006 and

2005 were $109,101,000 and $60,093,000, respectively.

A summary of total time deposits by maturity af December 31 is as follows:
Within 1year .. ... ...
After L yearthrough3years ............. .. ... .. ... ........

After 3 years through Syears .......... e
After Syears ... ... .. e
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2006

2005

$130,234
17,117
1,866

$70,640
20,600
7,937
190

$149.217

$99,367
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Note 8. REPURCHASE AGREEMENT

In September 2006, the Company entered inte a repurchase agreement totaling $30.0 million, which was
collateralized with the acquisition of a $30.0 million US agency security. The average amount outstanding and
the maximum month end balance outstanding during the year were $9.2 million and $30.0 million, respectively.
Interest is at 3-month LIBOR (5.35% at December 31, 2006) plus .53% with an additional downward adjustment
if LIBOR falls below 5.4%. The interest rate was 5.84% at December 31, 2006 with an average interest rate of
5.93% during the year. As of December 31, 2006, the $30.0 million repurchase agreement matures within three
vears, These borrowings are secured by a US agency security classified as available for sale with a carrying value
of $30.2 million. The repurchase agreement is carried at cost and as structured, does not result in holding a
derivative instrument.

Note 9. SUBORDINATED NOTES PAYABLE TO SUBSIDIARY TRUSTS

Centennial Capital Trust {

On July 11, 2002, Centennial Capital Trust I, a newly formed Delaware statutory business trust and a
wholly-owned subsidiary of the Company (the Trust), issued an aggregate of $6.0 million of principal amount of
Floating Rate TRUPS® (Capital Trust Pass-through Securities of the Trust) (the Trust Preferred Securities).
Salomon Smith Barney, Inc. acted as placement agent in connection with the offering of the Trust Preferred
Securities. The securities issued by the Trust are fully guaranteed by the Company with respect to distributions
and amounts payable upon liquidation, redemption or repayment. The entire proceeds to the Trust from the sale
of the Trust Preferred Securities were used by the Trust in order to purchase $6.0 million in principal amount of
the Floating Rate Junior Subordinated Deferrable Interest Debentures due 2032 issued by the Company (the
Subordinated Debt Securities).

The Subordinated Debt Securities bear a variable interest rate equal to LIBOR plus 3.65% (5.37% + 3.65%
= 9.02% at December 31, 2006), with a maximum rate of 12.5% through the first call date in July 2007. The
Company used approximately $4 million of the approximately $5.8 million in net proceeds it received from the
Subordinated Debt Securities to retire long-tem debt. Total broker and legal costs associated with the issuance
amounted to $191,500 and are being amortized over a 10-year period.

Centennial Capital Trust 1l

On January 15, 2004, Centennial Capital Trust II, a newly formed Delaware statutory business trust and a
wholly-owned subsidiary of the Company (the Trust), issued an aggregate of $7.0 million of principal amount of
Floating Rate TRUPS® (Capital Trust Pass-through Securities of the Trust) (the Trust Preferred Securities). Bear
Stearns & Co., Inc. acted as placement agent in connection with the offering of the Trust Preferred Securities.
The securities issued by the Trust are fully guaranteed by the Company with respect to distributions and amounts
payable upon liguidation, redemption or repayment. The entire proceeds to the Trust from the sale of the Trust
Preferred Securities were used by the Trust in order to purchase $7.0 million in princtpal amount of the Floating
Rate Junior Subordinated Deferrable Interest Debentures due 2034 issued by the Company (the Subordinated
Debt Securities).

The Subordinated Debt Securities bear a variable interest rate equal to LIBOR plus 2.85%.
(5.37% + 2.85% = 8.22% at December 31, 2006). The Company used the proceeds of approximately $7 million
as a capital infusion for its subsidiary 13 Centennial Bank in August 2004. Total broker and legal costs associated
with the issuance amounted to $87,500 and are being amortized over a 5-year period.
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Centennial Capital Trust 111

On September 28, 2005, Centennial Capital Trust 11, a newly formed Delaware statutory business trust and
a wholly-owned subsidiary of the Company (the Trust), issued an aggregate of $5.0 million of principal amount
of Floating Rate TRUPS® (Capital Trust Pass-through Securities of the Trust) (the Trust Preferred Securities).
RBC Dain Rauscher acted as placement agent in cofnnection with the offering of the Trust Preferred Securities.
The securities issued by the Trust are fully guaranteed by the Company with respect to distributions and amounts
payable upon liquidation, redemption or repayment. The entire proceeds to the Trust from the sale of the Trust
Preferred Securities were used by the Trust in order to purchase $5.0 million in principal amount of the Floating
Rate Junior Subordinated Deferrable Interest Debentures due 2035 issued by the Company (the Subordinated

Debt Securities), '

The Subordinated Debt Securities bear interest at 6.032% for the first five years through December 15, 2010
and at a variable interest rate equal to LIBOR (5.37% at December 31, 2006) plus 1.45% thereafter. The
Company used the proceeds of approximately $5 million as a capital infusion for its subsidiary, 1* Centennial
Bank, in September 2005. There was no cost to the Trust associated with the issuance.

As of December 31, 2006, accrued interest payable to Centennial Capital Trust I, Il and 1Il aggregated
$289,000 and is included in other liabilities in the accompanying statement of condition.

Note 10. RELATED PARTY TRANSACTIONS .

In the ordinary course of business, the Company has granted loans to certain directors, principal officers,
their immediate families, and affiliated companies in which they are principal shareholders. All loans were made
under terms that are consistent with the Company’s normal lending policies.

Aggregate related party loan transactions were as follows:

2006 2005
Balanceasof January | ... ... . . e $2,430 %2270
Net bOmmowings .. ..o oo i i it 26 160
Balanceasof December 31 . ... ... ... . i $2456  $2,430

‘

Deposits from related parties held by the Company at December 31, 2006 and 2005 totaled $3,965,000 and
$2,720,000, respeciively.

Note 11. STOCK OPTIONS?*

The Company has an omnibus stock incentive plan which includes, among other awards, both incentive and
nonqualified stock options, and authorizes the issuance of stock options to salaried employees and non-employee
directors. Incentive stock options are only available to employees of the Company, while nonqualified stock
oplions are available to directors of the Company.

2 All share and per share information has been adjusted to reflect the 50% stock distribution declared to
shareholders of record on March 3, 2006, and distributed April 3, 2006.
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The Company’s Board of Directors is responsible for administrating the Plan. Option prices are determined
by the Company’s directors and must be equal to or greater than the prevailing market price of the Company’s
common stock at the time the option is granted. Options are vested at a rate of 20% a year for five years and
expire ten years from the date the options are granted. The maximum number of shares reserved for issuance
upon exercise of options under the Plan is 712,029 shares of the Company’s capital stock. The number of stock
options remaining available for future issuance is 109,803, Options issued have an exercise price ranging from
$2.68 to $33.00 per share. Upon exercise of stock options, it is the Company's policy to issue new shares of stock
rather than repurchase existing shares.

The following is a summary of the Company’s stock option activity for 2006 and 2005:

2006 2005
Weighted Average Weighted Average
Shares Exercise Price Shares Exercise Price
Options granted and outstanding at beginning of
= O 563,075 $12.97 571,808 $13.09
Stock dividends/Qistributions ..................... — — 40,028 —
Optionsgranted .. ................cviininnn.., 133,375 24.41 22,197 23.44
Optionsexercised ...........cooiiiiiiriiniinnn.. (63,135) 9.78 (37.494) 10.26
Options forfeited ................... .. iin... (31,091) 16.32 (33,464) 12.90
Options granted and outstanding atend of year . ... ... 602,224 $15.66 563,075 $12.97
Options exercisable at year-end ................... 342,891 $11.76 311,029 $10.61
Weighted average fair value of opttons granted during
L= . $15.61 $10.00

Information pertaining to options outstanding at December 31, 2006 and 2005 are as follows:

2006
Options Outstanding Options Exercisable
Weighted

Average Weighted Weighted
Remaining  Average Average
Namber Contractual  Exercise Number Exercise

Range of Exercise Prices Qutstanding Life Price Exercisable Price
$268108515.00 ....... ... ... 334,136 506years $ 9.59 270,481 § 8.96
$150110833.00 .. ... . ... i 268,088 8.55years $23.22 72410 $22.22
Options outstanding atendof year ............... 602,224 6.61 years $1566 342891 $11.76

The intrinsic value of options exercised during the year ended December 31, 2006 was $1.1 million.
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The aggregate intrinsic values of stock options outstanding and exercisable at December 31, 2006 were
$10.9 million and $7.5 million, respectively.

Weighted
Average
Grant
Number Date Fair
! of Shares Value
Non-vested options, December 31,2005 ....................... 252,046  $10.08
Options granted .. ......... .. it 133,375  $15.61
OpLONS VESted . ...\ v ee et e 94,997y § 693
Optionscanceled .................... R R (31,091) $iL1.21
Non-vested options, December 31,2006 ....................... 259,333 $13.06
Note 12. INCOME TAXES
The components of the provision for income taxes at December 31 are as follows:
2006 2005 2004
Current tax provision:
Federal .......iiiin i $3,698 $2,889 $1,823
SEALE ...t SO 1,316 996 658

5,014 3,885 2,481

Deferred tax provision {benefit): .
Federal ....... ...t iiiiiannenanann.. (143) (527 (532)
R 7. 1= P (35 {98) (156)

(178) (625) (688)
54836 $3260 $1793

The reasons for the differences between the statutory federal income tax rate and the effective tax rates are
summarized as follows:

2006 2005 2004

StatutOry LAX TALES . . .o\t o v v iioe et i iaae et 350% 34.0% 34.0%
Increase {decrease) resulting from;
State taxes, net of federal tax benefit .. .............. ... ... 7.2 7.2 7.2
Municipal bond income ......... ... il (1.2) 0 03
Cash surrender value of life insurance ... .................. (1.5 (1.3) (2.6)
Stock cOmpensation eXPense . ..... ..o raaneriaraanrans 18 — —
(1917172 R 1 1= UG U A O O &9_) a) ) —
3%

Effective tAX rates . . . oottt rn e e et ﬁ% 2.1_% 37.
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Note 12. INCOME TAXES—{(Continued)

The tax effects of the temporary differences in income and expense items that give rise to deferred taxes at
December 31 are as follows:

- 2006 2005
Deferred tax assets:
Allowance forloanlosses .. .. ... ... ... .. . e, $2,040 $2,019
Employee benefitplans .. ... .. ... ... . ... .. i 327 183
Y e LT Tt e 1 L = 447 338
Depreciation and amortization ..................... . ... 22 —
2,836 2,540
Deferred tax liabilities:
Net unrealized gain on investment securities available-for-sale . . , | (1 (12)
Depreciation and amortization ... .........ooiiiiaaarenann- — (7
Deferred 1oan CoStS ... ... .. i e (119) (116)
Goodwill ... (465) (378)
FHLB stock dividends ... ... ... ... i iy (72) “@n
Restricted stockawards .......... ..ttt (38) (28)
(805) (588)
Netdeferred tax asset .......... ... i iiiiieaan., $2,031  §1,952

Note 13. COMMITMENTS AND CONTINGENCIES
Financial Instruments with Off-Balance-Sheet Risk

The Company is a party to credit retated financial instruments with off-balance-sheet risk in the normal
course of business to meet the financing needs of its customers. These financial instruments include
commitments to extend credit, standby letters of credit and commercial letters of credit. Such commitments
involve, to varying degrees, elements of credit and interest rate risk in excess of the amount recognized in the
consolidated statements of condition.

The Company’s exposure to credit loss is represented by the contractual amount of these commitments. The
Company follows the same credit policies in making commitments as it does for on-balance sheet instruments.

As of December 31, 2006 and 2005, the following financial instruments were outstanding whose contract
amounts represent credit risk:

2006 2005
Standby letters of credit .......... ... i e $ 3231 § 2,642
Unadvanced funds on construction and development loans .. ... .. 143,676 133,206
Unadvanced funds on commercial loans ... ....c.ooo vt n.. 63,235 51,531
Unadvanced funds on consuomerloans ....................... 5,304 2,740
Unadvanced funds on equity linesof credit ................... 10,986 6,195
Unadvanced funds on credit card and otherloans . ............. 3,060 2,090

$229.492  $198,404
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Note 13. COMMITMENTS AND CONTINGENCIES—(Continued)
Financial Instruments with Off-Balance-Sheet Risk (Continued)

Commitments to extend credit are agreements to lend to customers, provided there is no violation of any
conditions established in the contract. Commitments generally have fixed expiration dates or other termination
clauses and may require payment of a fee. Commitments are generally variable rate, and many of these
commitments are expected to expire without being drawn upon. As such, the total commitment amounts do not
necessarily represent future cash requirements. The Company’s exposure to credit losses is represented by the
contractual amount of these commitments. The Company uses the same credit underwriting policies in granting
or accepting such commitments as it does for on-balance-sheet instruments, which consist of ecvaluating
customers’ creditworthiness individually.

Standby letters of credit written are conditional commitments issued by the Company to guarantee the
financial performance of a customer to a third party. Those guarantees are primarily issued to support private
borrowing arrangements. The credit risk involved in issuing letters of credit is essentially the same as that
involved in extending loan facilities to customers. When deemed necessary, the Company holds appropriate
collateral supporting those commitments. Management does not anticipate any material losses as a result of these
transactions. The Company considers standby letters of credit to be guarantees under FIN 45. The amount of the
liability related to guarantees on December 31, 2006 was immaterial.

Legal Proceedings

3

Various legal claims may arise from time to time in the normal course of business, which in the opinion of
management will have no material effect on the Company’s consolidated financial statements.

Employment Agreements and Special Termination Agreements

The Company has entered into employment agreements with two of its key officers. The agreements
provide for a specified minimum annual compensation and the continuation of benefits currently received.
However, employment under the agreements may ‘be terminated for cause, as defined, without incurring any
continuing obligations. The agreements also acknowledge the establishment of a salary continuation plan to
provide benefits to certain executive officers at the age of retirement. (See Note 16}

Both of the employment agreements contain special termination clauses which provide for certain lump sum
severance payments within a specified period following a “change in control,” as defined in the agreements.

Note 14. EMPLOYEE BENEFIT PLANS
Employee Stock Ownership Plan with 401(k) Provisions (KSOP)

The Company has established an employee stock ownership plan with 401(k) provisions (KSOP) covering
substantially all employees of the Company. Employees who have completed six months of service and have
attained age 21 are eligible to participate in the KSOP. Employees become fully vested after five years of service.
Contributions to the KSOP, whether in cash or securities, are made at the discretion of the Company’s Board of
Directors in an amount not to exceed the maximum allowable as an income tax deduction. No contributions were
made to the employee stock ownership plan portion of the KSOP during the years ended December 31, 2006,

2005 and 2004. i
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Note 14. EMPLOYEE BENEFIT PLANS—(Continued)
Employee Stock Ownership Plan with 401(k) Provisions (KSOP) (Continued)

The Company’s 401(k) savings and retirement provision to the KSOP includes substantially all employees.
The employees attain vesting in the Company’s contribution over six years. Empioyees may contribute up to
75% of their compensation, subject to certain limits based on federal tax laws. Under the terms of the KSOP, the
Company may make matching contributions at the discretion of the Board of Directors. Matching Contributions
to the 401(k) portion of the KSOP by the Company amounted to $166,000, $227,000 and $186,000 for the years
ended December 31, 2006, 2005 and 2004, respectively.

Note 15. CONCENTRATION OF CREDIT RISK

The Company services customers in Redlands, Brea, Escondido, Palm Desert, Irwindale and Temecula and
has no concentration of deposits with any one particular customer or industry.

At December 31, 2006 and 2005, the Company had approximately $17,164,000 and $15,805,000,
respectively, of noninterest-bearing deposits with its correspondent banks. At December 31, 2006 and 2005,
approximately 59% and 58%, respectively, of the Company’s loan portfolio consisted of construction and
development, residential, commercial and multi-family loans.

Note 16. SALARY CONTINUATION AGREEMENTS

The Company has entered into salary continuation agreements, which provide for payments to certain
officers at the age of retirement. Included in other liabilities at December 31, 2006 and 2005, respectively, is
$796,000 and $443.,000 of deferred compensation related to these agreements. The plans are funded through life
insurance policies that generate a cash surrender value to fund the future benefits.

Note 17. SHAREHOLDERS’ EQUITY
Minimum Regulatory Requirements

The Company (on a consolidated basis) and the Bank are subject to various regulatory capital requirements
administered by the federal banking agencies. Failure to meet minimum capital requirements can initiate certain
mandatory and possibly additional discretionary actions by regulators that, if undertaken, could have a direct
material effect on the Company’s consolidated financial statements. Under capital adequacy guidelines and the
regulatory framework for prompt corrective action, the Company and its subsidiary must meet specific capital
guidelines that involve quantitative measures of the Company’s assets, liabilities and certain off-balance-sheet
items as calculated under regulatory accounting practices. The capital amounts and classifications are also
subject to qualitative judgments by the regulators about components, risk weighting, and other factors,

Quantitative measures established by the regulations to ensure capital adequacy require the Company and
the Bank to maintain minimum amounts and ratios (set forth in the following table) of totat and Tier 1 capital (as
defined in the regulations) to risk-weighted assets (as defined) and of Tier 1 capital (as defined) to average assets
(as defined). Management believes, as of December 31, 2006 and 2005, that the Company and the Bank met all
capital adequacy requirements to which they are subject.

As of December 31, 2006, the most recent notification from the Federal Deposit Insurance Corporation

categorized the Bank and Company as well capitalized under the regulatory framework for prompt corrective
action. To be categorized as well capitalized, a bank must maintain minimum total risk-based, Tier 1 risk-based
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Note 17. SHAREHOLDERS’ EQUITY—(Continued)
Minimum Regulatory Requirements (Continued)

and Tier | leverage ratios as set forth in the following table. There are no conditions or events since the
notification that management believes have changed.the Company’s or the Bank’s category.

The Company’s and the Bank’s actual capital amounts and ratios as of December 31, 2006 and 2005 are as
follows:

Minimum To Be

Well Capitalized
Minimum Under Prompt
Capital Corrective Action
Actual Requirement Provisions

Amount  Ratio Amount Ratio Amount Ratio

As of December 31, 2006:
Total capital to risk-weighted assets:

Consolidated . ...................... ... $61.806 12.92% $32,284 8.00% $47.855 10.00%

Ist Centennial Bank ..................... 59,691 12.47% 32,284 B8.00% 47,855 10.00%
Tier 1 capital to risk-weighted assets:

Consolidated ....................... ... 51,827 1083% 19,142 400% 28,713 6.00%

Ist Centennial Bank ..................... 53,701 11.22% 19,142 4.00% 28,713 6.00%
Tier | capital to average assets:

Consolidated ........................ .. 51,827 9.46% 21,905 4.00% 27,381 5.00%

Ist Centennial Bank ..................... 53,701  9.82% 21,885 4.00% 27,35 5.00%

As of December 31, 2005:
Total capital to risk-weighted assets:

Consolidated . ....................... ... $52,283 12.86% $32,524 8.00% $40,656 10.00%
Ist Centennial Bank ................. ... 50,779 12.49% 32,525 B8.00% 40,656 10.00%
Tier 1 capital to risk-weighted assets:
Consolidated . .......c.oovvenennn.. .. 40327 9.92% 16261 4.00% 24,391  6.00%
Ist Centennial Bank . .................... 45,697 11.24% 16262 4.00% 24393 6.00%
_ Tier 1 capital to average assets:
Consolidated .. ......................... 40,327 9.02% 17,883 4.00% 22,354 5.00%
Ist Centennial Bank ..................... 45,697 10.21% 17,903 4.00% 22,379 5.00%

Note 18. RESTRICTIONS ON DIVIDENDS, LOANS AND ADVANCES

Federal and state banking regulations place certain restrictions on dividends paid and loans or advances
made by the Bank to the Company. The total amount of dividends that may be paid at any date is generally
limited to the retained earnings of the Bank; in addition, dividends paid by the Bank to the Company would be
prohibited if the effect thereof would cause the Bank’s capital to be reduced below applicable minimum capital
requirements. As of December 31, 2006, the Company does not have any outstanding loans or advances with the
Bank. The Company’s policy in reference to loans or advances between the Company and the Bank states that
any loans will be made in accordance with applicable federal and state regulations regarding affiliate transactions
and generally accepted accounting principles.

Note 19. DIVIDENDS PAID

The Company did not pay a cash dividend in 2006 or 2005. During 2006, the Company made a 50% stock
distribution, which resulted in the issuance of 1,062,656 shares. During 2005, the Board of Directors approved a
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Note 19. DIVIDENDS PAID—(Continued)

7% stock dividend, which resuited in the issuance of 135,815 shares. During 2004, the Company issued a 25%
stock dividend, accounted for as a 5 for 4 stock split, which resulted in the issuance of 378,664 shares.

Note 20. OTHER OPERATING EXPENSES

The following sets forth the breakdown of other operating expenses for the years ended December 31:

2006 2005 2004
Marketing and advertising ................ . . ... ... .. $1,293  $1,558 § 702
Data processing fees . ............. ... i i, 837 1,056 337
Professional fees . .. .. ... . o e 1,081 1,114 844
Postage, telephone, supplies . .............. .. ... ... 557 594 - 555
Directors’ fees ......... . ..o 220 239 187
Other operating eXpense . . . ... ..vvviiiinnreeinnnnen... 1,859 2,056 1,580

$5,847  $6,617 §4,705

Note 21, CONDENSED FINANCIAL STATEMENTS OF PARENT COMPANY

Following is the parent company only financial information for 1st Centennial Bancorp:

STATEMENTS OF CONDITION
December 31, 2006 and 2005
(Dollars In Thousands)

2006 2005

ASSETS

Cash ... $ 1,432  $ 1,008

Investment in subSIIAMES . . . . o oo vttt e e e 58,527 50,425 .

OHher A88BES . . ottt e e 1,061 750

Total ASSELS . ..\ttt e e $61,020  $52,183

LIABILITIES AND SHAREHOLDERS’ EQUITY

Subordinated notes payable to subsidiary trusts ...................... $18,306  $18,306

Other labilitles .. ... e 517 456

18,823 18,762

Shareholders’ equity ........ ..o e

Common SEOCK . . . e 27,998 26,803
Retainedearnings ....... ... . . .. . .. i 14,038 6,617
Accumulated other comprehensive income ... ................. 161 1
Total shareholders’ equity ........... ... ... cooovvn.., 42,197 33421
Total liabilities and shareholders” equity . .................. $61,020  $52,183
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Note 21. CONDENSED FINANCIAL STATEMENTS OF PARENT COMPANY—(Continued)

STATEMENTS OF EARNINGS
Years Ended December 31, 2006, 2005 and 2004
{Dollars In Thousands)

2006 2005 2004
Income:
Interest income on capital securities of subsidiary trusts . ... ... $ 42 % 27 % 16
Expense:
INEELESt EXPENSE . o\ v vi e e it nna e 1,443 975 628
Otherexpense ..............ooovunt, e 1,183 707 660
Total EXPENse .. .. .oovrir it e 2,626 1,682 1,288
Loss before equity in undistributed net income of subsidiary ....... (2,584) (1,655 (1,272
Equity in undistributed net income of subsidiary ................ 8,957 5,996 3,722
TAX DEMEIL - .+ oo et e et e 1,054 742 570
NEtINCOME . . .ottt ittt te et ie e $7427 $5083 §3,020
STATEMENTS OF CASH FLOWS
Years Ended December 31, 2006, 2005 and 2004
{Dollars In Thousands)
2006 2005 2004
OPERATING ACTIVITIES
b T 011001 < A O RSP $7427 $5,083 § 3,020
Adjustment to reconcile net income to net cash used in operating activities:
Equity in undistributed income of subsidiaries ..................... (8.957y (5,996) (3.,7122)
A0 ZAtION . . . .ot it e e s 2 1 1
Fair value of options and restricted stock awards, in noninterest
EXPEISE .« v eet et e e 578 49 51
Decrease (increase) in Other assets .. .. ... iie e (298) (71 124
Increase in other liabilities ......... .o it 61 237 148
Net cash used in operating activities .............. e (1,187 (797 378
INVESTING ACTIVITIES
Payments from (advances to) subsidiaries ........... ..o $ 1,000 $(5,000) $(7,000)
Advances to subsidiary trusts ... ... ... . i e — (155) (233)
Net cash provided by (used in) investing activities . S 1,000 (5,155) (7,233)
FINANCING ACTIVITIES ;
Net proceeds from subordinated notes payable to subsidiary trusts ......... — 5,155 7,145
Cash dividends paid in lieu of fractional shares . . .................... ... (6) (11) (6)
Proceeds from exercise of stock Options ... ...l 617 385 701
Net cash provided by financing activities ................... ... 611 5529 7,840
Net increase {decrease) in cash and cash equivalents ........................ 424 (423) 229
Cash and cash equivalents, beginningof year . ......... ... ... ... .o 1,008 1,431 1,202
Cash and cash equivalents, endof year ............ ... ...t $1,432 $1,008 $1,43]
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Note 22. FEDERAL HOME LOAN BANK LINE OF CREDIT

The Company is a member of the Federal Home Loan Bank of San Francisco (FHLB). The Company has an
available line of credit with the FHLB at a fixed interest rate, which is determined on the borrowing date.
Borrowings under the line are limited to eligible collateral. A standard credit program and a securities-backed
credit program on qualified collateral secure all borrowings from the FHLB. The Company had no outstanding
advances at December 31, 2006 and December 31, 2005.

Note 23. FAIR VALUE OF FINANCIAL INSTRUMENTS

SFAS No. 107, “Disclosures about Fair Value of Financial Instruments,” requires disclosures of estimated
fair values of all financial instruments where it is practicable to estimate such values. In cases where quoted
market prices are not available, fair values are based upon estimates using present value or other valuation
techniques. Those techniques are significantly affected by the assumptions used, including the discount rate and
estimates of future cash flows. Accordingly, the derived fair value estimates cannot be substantiated by
comparison to independent markets and, in many cases, could not be realized in immediate settlement of the
instrument, SFAS No. 107 excludes certain financial instruments and all nonfinancial instruments from its
disclosure requirements. Accordingly, the aggregate fair value amounts presented do not represent the underlying
value of the Company.

The following methods and assumptions were used by the Company in estimating fair value disclosures for
financial instruments:

Cash and Cash Equivalents—The carrying amounts of cash and short-term instruments approximate
fair value.

Interest-Bearing Deposits in Financial Institutions—The carrying amounts of interest-bearing
deposits are estimated using discounted cash flow analyses and interest rates currently being offered for
interest-bearing deposits with similar terms.

! Investment Securities—Fair values for securities are based on quoted market prices.
Restricted Stock—The carrying value of restricted stock approximate fair value.

Loans Held for Sale—Fair values of loans held for sale are based on commitments on hand from
investors or prevailing market prices.

| Loans—For variable-rate loans that reprice frequently and with no significant change in credit risk, fair

| values are based on carrying values. Fiir values for other loans (e.g., commercial real estate and investment

| property mortgage loans, commercial and industrial loans) are estimated using discounted cash flow
analyses, using interest rates currently being offered for loans with similar terms to borrowers of similar
credit quality. Fair values for non-performing loans are estimated using discounted cash flow analyses or
underlying collateral values, where applicable.

|

]

Accrued Interest Receivable—The carrying amounts of accrued interest receivable approximate fair
value.

Cash Surrender Value of Life Insurance—The carrying amounts of life insurance approximate fair
value.

Deposits—The fair values disclosed for demand deposits (e.g., interest and non-interest checking,
passbook savings, and certain types of money market accounts) are, by definition, equal to the amount
payable on demand at the reporting date (i.e., their carrying amounts). The carrying amounts of variable-
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Note 23. FAIR VALUE OF FINANCIAL INSTRUMENTS—(Continued)

rate, fixed-term money market accounts and certificates of deposit approximate their fair values at the
reporting date. Fair values for fixed-rate certificates of deposit are estimated using a discounted cash flow
calculation that applies interest rates currently being offered on certificates to a schedule of aggregated
expected monthly maturities on time deposits.

Accrued Interest Payable—The carrying amounts of accrued interest payable approximate fair value.

Short-Term Borrowings—The carrying amounts for short-term borrowings approximate the estimated
fair value of such liabilities.

Subordinated Notes Payable to Subsidiary Trusts—The carrying amounts for subordinated notes
payable to subsidiary trusts approximate the estimated fair value of such liabilities.

Off-Balance-Sheet Instruments—The carrying amount of commitments to extend credit approximate
fair value.

The estimated fair value and related carrying or notional amounts of the Company’s financial instruments
are as follows:

December 31,
2006 2005

Carrying Carrying
Amount Fair Value Amount Fair Value

Financial assets:

Cashand cashequivalents .. ................c.oovvit, $ 21,285 $ 21,285 § 38,367 § 38,367
Interest bearing deposits in financial institutions .......... 2,922 3,224 2,334 2,452
Investment securities, available forsale ................. 72,649 72,649 12,208 12,208
Restricted stock ... ..o nnn e 1,681 1,681 1,620 1,620
LOANS, TIBL v v vttt e ie oo o e et e n e 426,200 424,454 381,153 378,987
Accrued interest receivable . ... .. .. ... e 3,469 3,469 2,425 2,425
Cash surrender value of life insurance .................. 11,639 11,639 6,735 6,735
Financial liabilities: ‘
DEPOSILS ..o ee et e 456,463 452,701 401,275 398,782
Accrued interestpayable ... .. ... .. .. o oo 432 432 170 170
Subordinated notes payable to subsidiary trusts ........... 18,306 18,306 18,306 18,306
Off-balance sheet credit related to financial instruments:
Commitments toextend credit ........... . e .- $220.492 $229492 $198,404 $198,404

The fair value estimates presented herein are based on pertinent information available to management as of
December 31, 2006 and 2005. Although management is not aware of any factors that would significantly atfect
the estimated fair value amounts, such amounts have not been comprehensively revalued for purposes of these
financial statements since those dates, and therefore, current estimates of fair value may differ significantly from
the amounts presented herein.
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Note 24. QUARTERLY DATA (UNAUDITED)

Years Ended December 31,
2006 2005
(Dollars In Thousands, Except Per Share Data)
4% Qtr. 3Qtr.  2¢4Qtr. 1=Qtr. 40Qtr. IMQir. 2 Qtr.  1%Qtr.

Interestincome ... ............. 11,614 $10,338 $9,799 3$8,992 §$0.288 $8,518 $8,160 $7.230
Interestexpense ................ 3,969 3308 2764 2383 2,162 1992 1,672 1,230
Net interest income ............. 7.645 7,030 7035 6,609 7,126 6,526 6488 6,000
Provision for loan losses . ........ 500 200 155 465 830 300 660 350
Net interest income after provision

forloanlosses ............... 7,145 6,830 6,880 6,144 6,206 6,226 5,828 5,650
Noninterest income .. ........... 621 589 646 1,168 1,236 1,185 1,121 914
Noninterest expense ............ 4,470 4,249 4,560 4,481 4984 5268 4928 4933
Income before provision for income

TAXES .ttt c i 3,296 3,170 2966 2,831 2548 2,143 2,021 1,631
Provision for income taxes ....... 1,281 1,321 1,119 1,115 1,003 844 792 621
Netincome ................... $ 2015 % 1,849 $1.847 §$1.716 $1,545 $1,269 $1,229 $1,010
Earnings per share (basic)® .. ... .. $ 063 $ 058 $058 $054 $049 5041 %039 §0.33
Earnings per share (diluted)® ..... $ 057 $§ 052 $052 $051 $046 $ 038 $ 036 3 031

2> As adjusted to reflect the 50% stock distribution paid on April 3, 2006 to shareholders of record as of
March 3, 2006.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE i

Not applicable
ITEM 9A. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

The Company’s Chief Executive Officer and its Chief Financial Officer, after evaluating the effectiveness of
the Company’s disclosure controls and procedures (as defined in Exchange Act Rules 13a—15(c) promulgated
under the Exchange Act as of the end of the period covered by this annual report (the “Evaluation Date”) have
concluded that as of the Evaluation Date, the Company’s disclosure controls and procedures were adequate and
effective to ensure that material information relating to the Company and its consolidated subsidiary would be
made known to them by others within those entities, particularly during the period in which this annual report
was being prepared,

Disclosure controls and procedures are designed to ensure that information required to be disclosed by us in
the reports that we file or submit under the Exchange Act is recorded, processed, summarized and reported within
the time periods specified in the Securities and Exchange Commission’s rules and forms. Disclosure controls and
procedures include, without limitation, controls and procedures designed to ensure that information required to
be disclosed by us in the reports that we file under the Exchange Act is accumulated and communicated to our
management, including our Chief Executive Officer and Chief Financial Officer, as appropriate to allow timely
decisions regarding required disclosure.

Management’s Annual Report on Internal Control over Financial Reporting

Management of the Company is responsible for the preparation, integrity, and reliability of the consolidated
financial statements and related financial information contained in this annual report. The consolidated financial
statements of the Company have been prepared in accordance with accounting principles generally accepted in
the United States of America and, as such, include 'some amounts that are based on judgments and estimates of
management.

Management has established and is responsible for maintaining effective internal control over financial
reporting. The Company’s internal control over financial reporting includes those policies and procedures that:

(i} pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the Company;

(i) provide reasonable assurance that transactions are recorded as necessary to permit preparation of
financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the Company are being made only in accordance with authorizations of management
and directors of the Company; and

(iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use
or disposition of the Company’s assets that could have a material effect on the financial statements.

There are inherent limitations in the effectiveness of any internal control, including the possibility of human
error and the circumvention or overriding of controls. Accordingly, even effective internal control can provide
only reasonable assurance with respect to financial statement preparation. Further, because of changes in
conditions, the effectiveness of internal control ‘may vary over time. The system contains monitoring
mechanisms, and actions are taken to correct deficiencies identified.

85




Management assessed the effectiveness of the Company’s internal control over financial reporting as of
December 31, 2006. This assessment was based on criteria for effective internal control over financial reporting
described in “Internal Control—Integrated Framework™ published by the Committee of Sponsoring
Organizations of the Treadway Commission. Based on this assessment, management believes that the Company
maintained effective internal control over financial reporting as of December 31, 2006.

Our assessment of the effectiveness of the Company's internal control over financial reporting as of

December 31, 2006 has been audited by Hutchinson and Bloodgood LLP, an independent registered public
accounting firm, as stated in their report appearing in Irem 8,

Changes in Internal Controls

There were no significant changes in the Company’s internal controls over financial reporting or in other
factors in the fourth quarter of 2006 that have materially affected, or are reasonably likely to materially affect, the
Company’s internal controls over financial reporting.

ITEM 9B. OTHER INFORMATION

None

PART III

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information required to be furnished pursuvant to this item with respect to Directors and Executive
Officers of the Company will be set forth under the caption “Election of Directors” in the Company’s proxy
statement for the 2007 Annual Meeting of Shareholders (the “Proxy Statement™), which the Company will file
with the SEC within 120 days after the close of the Company’s 2006 fiscal year in accordance with SEC
Regulation 14A under the Securitics Exchange Act of 1934, Such information is hereby incorporated by
reference.

The information required to be furnished pursuant to this item with respect to compliance with Section 16(a)
of the Exchange Act will be set forth under the caption “Section 16(a) Beneficial Ownership Reporting
Compliance” in the Proxy Statement, and is incorporated herein by reference.

The information required to be furnished pursuant to this item with respect to the Company’s Code of Ethics
and corporate governance matters will be set forth under the caption “Corporate Governance” in the Proxy
Statement, and is incorporated herein by reference.

ITEM 11. EXECUTIVE COMPENSATION

The information required to be furnished pursuant (o this item will be set forth under the captions
“Executive Compensation” and “Compensation Discussion and Analysis” in the Proxy Statement, and is
incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED SHAREHOLDER MATTERS

Securities Authorized for Issuance Under Equity Compensation Plans

The information required by ltem 12 with respect to securities authorized for issuance under equity
compensation plans is set forth under “Item 5—Market for Registrant’s Common Equity and Issuer Repurchases
of Equity Securities” above.
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Other Information Concerning Security Ownership of Certain Beneficial Owners and Management

The remainder of the information required by Item 12 will be set forth under the captions “Security
Ownership of Certain Beneficial Owners” and “Election of Directors” in the Proxy Statement, and is
incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE

The information required to be furnished pursuant to this item will be set forth under the captions *“Certain
Transactions” and “Corporate Governance” in the Proxy Statement, and is incorporated herein by reference.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required to be furnished pursuant to this item will be set forth under the caption
“Relationship with Independent Accountants—Fees” in the Proxy Statement, and is incorporated herein by
reference.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

B8

(a) Exhibits
Exhibit No. Description of Exhibits
3.1 Articles of Incorporation of the Company?
32 Amendment to Articles of Incorporation of the Company2
33 Amendment to Articles of Incorporation of the Company?¢
34 Restated By-Laws of the Company?? s
10.1 Form of Indemnification Agreement28
10.2 Amended and Restated Stock Incentive Plan??
10.3 1st Centennial Bank Employee Stock Ownership Plan (with 401(k) provisiens) dated August 1,
200430
10.4 Employment Agreement of Beth Sanders dated December 1, 200431
10.5 Employment Agreement of Suzanne Dondanville dated December 1, 200432
10.6 Salary Continuation Agreement of Anne Elizabeth Sanders dated December 1, 200133
10.7 Salary Continuation Agreement of Suzanne Dondanvilte dated December 17, 20023
10.8 Salary Continuation Agreement of Cliff Schoonover dated December 17, 20023
: 10.9 Amendment to Salary Continuation Agreement of Anne Elizabeth Sanders dated December 1,
, 200136
| 10.10 Amendment to Salary Continuation Agreement of Suzanne Doondanville dated December 17,
' 20023
; 10.11 Amendment to Salary Continuation Agreement of Cliff Schoonover dated December 17, 200238
| 10.12 Salary Continuation Agreement of Thomas E. Vessey dated April 7, 20063
10.13 Salary Continuation Agreement of fohn P. Lang dated April 7, 2006%
10.14 Form of Agreement between 1% Centennial Bank and Officers with respect to Death Benefit.4!
10.15 Indenture for Trust Preferred Securities dated September 28, 200542
10.16 Amended and Restated Declaration of Trust for Trust Preferred Securities dated September 28,
20054
10.17 Guarantee Agreement for Trust Preferred Securities dated September 28, 200544
10.18 Indenture for Trust Preferred Securities dated January 15, 200445
10.19 Amended and Restated Declaration of Trust for Trust Preferred Securities dated January 15,
200446
10.20 Guarantee Agreement for Trust Preferred Securities dated January 15, 20044
10.21 Indenture for Trust Preferred Securities dated July 11, 200248
10.22 Amended and Restated Declaration of Trust for trust preferred securities dated July 11, 20024
10.23 Guarantee Agreement for Trust Preferred Securities dated July 11, 200250




24
25

26
27
28
29
30
3t
32
3
3
35
36
37
38
9
40
41
a2
43
44
45
6
47
48
49
50

Exhibit No.

Description of Exhibits

21.1 Subsidiaries of 1% Centennial Bancorp

23.1 Consent of Hutchinson and Bloodgood LLP

31.1 Certification of Chief Executive Officer (Section 302 Certification)
31.2 Certification of Chief Financial Officer (Section 302 Certification)
32 Certification of Periodic Financial Report (Section 906 Certification)

Incorporated by reference to exhibit of the same number on Form 8-4 dated October 20, 1999.
Incorporated by reference to exhibit of the same number on Form 10-QSB for the quarter ended June 30,
2002.

Incorporated by reference to exhibit of the same number on Form SB-2 dated March 13, 2003.
Incorporated by reference to exhibit of the same number on Form 8-K dated January 19, 2007.
Incorporated by reference to exhibit 10.2 on Form SB-2 dated March 21, 2001.

Incorporated by reference to exhibit 10.10 on Form 10-KSB for the year ended December 31, 2004.
Incorporated by reference to exhibit 10.9 on Form 10-KSB for the year ended December 31, 2004,
Incorporated by reference to exhibit 10.31 on Form 10-KSB for the year ended December 31, 2004.
Incorporated by reference to exhibit 10.32 on Form 10-KSB for the year ended December 31, 2004.
Incorporated by reference to exhibit 10.30 on Form 10-QSB for the quarter ended September 30, 2004.
Incorporated by reference to exhibit 10.17 on Form SB-2 dated March 13, 2003.

Incorporated by reference to exhibit 10.18 on Form SB-2 dated March 13, 2003,

[ncorporated by reference to exhibit 10.25 on Form 10-KSB for the year ended December 31, 2003.
Incorporated by reference to exhibit 10,24 on Form 10-KSB for the year ended December 31, 2003.
Incorporated by reference to exhibit 10.26 on Form 10-KSB for the year ended December 31, 2003.
Incorporated by reference to exhibit 99.1 on Form §-K dated April 11, 2006.

Incorporated by reference to exhibit 99.1 on Form 8-K dated April 11, 2006.

Incorporated by reference to exhibit 99.1 on Form 8-K dated November 3, 2006.

Incorporated by reference to exhibit 10.35 on Form 10-Q for the quarter ended September 30, 2005.
Incorporated by reference to exhibit 10.36 on Form 10-Q for the quarter ended September 30, 2005,
Incorporated by reference to exhibit 10.37 on Form 10-Q for the quarter ended September 30, 2003.
Incorporated by reference to exhibit 10.25 on Form 10-QSB for the quarter ended March 31, 2004,
Incorporated by reference to exhibit 10.26 on Form 10-QSB for the quarter ended March 31, 2004.
Incorporated by reference to exhibit 10.27 on Form 10-QSB for the quarter ended March 31, 2004.
Incorporated by reference to exhibit 10.17 on Form 10-QSB for the quarter ended September 30, 2002.
Incorporated by reference to exhibit 10.18 on Form 10-QSB for the quarter ended September 30, 2002.
Incorporated by reference to exhibit 10.19 on Form 10-QSB for the quarter ended September 30, 2002.

(b} Financial Statement Schedules

Schedules to the financial statements are omitted because the required information is not applicable or

because the required information is presented in the Company’s Consolidated Financial Statements or related
notes.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, on the 8 day
of March 2007.

/s THomaS E. VESSEY

Thomas E. Vessey
President and Chief Executive Officer

/s/ BETH SANDERS

Beth Sanders
Executive Vice President and
Chief Financial Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature: Title: Date:

/s JaMES R. APPLETON Director March 08, 2007
James R. Appleton

/s/ BRUCE J. BARTELLS Director March 08, 2007
Bruce J. Bartells

/s/ CAROLE H. BESwWICK Director March 08, 2007
Carole H. Beswick

{s/ LARRY JACINTO Director : March 08, 2007
Larry Jacinto
/s/ RONALD J. JEFFREY Director March 08, 2007

Ronald J. Jeffrey

Is/  WILLIAM A. McCALMON Director March 08, 2007
William A. McCalmon

/s/ PATRICK J. MEYER Chairman of the Board March 08, 2007
Patrick J. Meyer

/s/ STANLEY C. WEISSER Director March 08, 2007
Stanley C. Weisser

/s/ DoucLas F, WELEBIR Director March 08, 2007
Douglas F. Welebir

fs/ THomas E. VESSEY Director, President and Chief Executive March 08, 2007
Thomas E. Vessey Officer
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Exhibit 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
(Section 302 Certification)

I, Thomas E. Vessey, certify that:
1. I have reviewed this annual report on Form 10-K of 1st Centennial Bancorp;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact
or omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this annual report;

4. The registrant’s other certifying officer(s) and [ are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal
control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiary, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented
in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting
that occurred during the registrant’s most recent fiscal quarter that has materially affected, or is
reasonably likely to materialty affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s Board of Directors (or persons performing the equivalent functions):

r " . . . 0 - - . .
(a) All significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves Management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: March 08, 2007

/s/ THOMAS E. VESSEY

Thomas E. Vessey,
President and Chief Executive Officer




Exhibit 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
(Section 302 Certification)

I, Beth Sanders, certify that:
1. T have reviewed this annual report on Form 10-K of 1st Centennial Bancorp;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact
or omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this annual report;

4. The registrant’s other certifying officer(s) and 1 are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal
control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have: :

{a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiary, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented
in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

{d) Disclosed in this report any change in the registrant’s intemal control over financial reporting
that occurred during the registrant’s most recent fiscal quarter that has materially affected, or is
reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and 1 have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit eommittee of the
registrant’s Board of Directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal
contro] over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves Management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: March 08, 2007

/s/ BETH SANDERS

Beth Sanders,
Executive Vice President and Chief Financial Officer




Exhibit 32

CERTIFICATION OF PERIODIC FINANCIAL REPORT
(Section 906 Certification)

Thomas E. Vessey and Beth Sanders hereby certify as follows:

1. They are the Chief Executive Officer and Chief Financial Officer, respectively, of Ist Centennial
Bancorp.

2. The Form 10-K of st Centennial Bancorp for the year ended December 31, 2006 complies with the
requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934 (15 U.5.C. 78m or 780(d))
and the information contained in the report on Form 10-K fairly presents, in all material respects, the
financial condition and results of operations of st Centennial Bancorp.

Date: March 08, 2007 /s/ Tuomas E. VESSEY

Thomas E. Vessey,
Chief Executive Officer

Date: March 08, 2007 /s/ BETH SANDERS

Beth Sanders,
Chief Financial Officer
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REDLANDS COUNTRY CLUB. REDLANDS

Private country club

“tst Centennial Bank is not only the Club’s bank, but
it's also my bank, and my business’s bank. It's just a
great bank that takes care of its customers. It's a nice,
comfortable feeling to walk into a local bank where
everyone knows me.

Wes Brier, President

“1st Centennial Bank stands apart with their willing-
ness to work with customers. The Bank not only
handles our daily needs but when we sent out bids
for a $2 million project, they came up with great rate
and terms on the loan.”

Bruce Zahn, General Manage

GREATER EL MONTE ESCROW. L1 MONT

Escrow company

“| truly appreciate the personal attention and care
I get at 1st Centennial Bank. With my escrow busi-
ness, it's very important to get wires in and out
correctly, efficiently, and in a timely manner. The
Bank has been so helpful in that area—and under
deadline pressures. I'm also president of a non-
profit development organization, and 1st
Centennial Bank has been fantastic in facilitating
the loan process on five homes that we built.”

Donna Duncan, Owner

_eft and right, Donna Duncan, Owner, Greater El Monte Escrow and Bift Schroeder, Regional VP & Branch Manager

rwindale
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Centennial Bancorp Board Director and Stanfey C. Weisser, ist Centennial Bancorp Board Director

HIALLETT BOATS. [RWINDALE

Manufacturer of custom boats

“l would give st Centennial Bank an 'A’ rating
- over any other banks that we've done business
' with. The service | get is actually beyond what
s . | anticipated. I'm very happy with the Bank’s
' : i ' : ability to arrange loans for us in a timely manner.

/ In fact, 1st Centennial Bank has taken us through

an efficient lending process that's allowing us to
achieve our dreams of building an advanced new
manufacturing facility.”

Nick Barron, President

1 LRI .
- - l -
LEONESSE CELLARS. TEMECULA
Winery 4 .

“With 1st Centennial Bank, it's a community bank
feel—we're being treated almost like family. You
are not just a number; they actually tare about
forming a long-term relationship with us.”

Mike Rennie, Co-Owner

“In the winery business, we have always focused
on the best service, and it's the same thing with
choosing a bank. 1st Centennial Bank has done
a great job for us with loans and that really helps
wineries like ours.”

Gary Winder, Co-Owner

t . e e

Lefr and right, Mike Rennie and Gary Winder, Co-Owners, Leanesse Cellars with Katherine Bailey, center, Regional VP &
Branch Manager Temecufa




Who We Are:
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Irwindale @

@ Brea
® LONG BEACH

Redlands

Palm Desert @

@ Temecula

@ Escondido

® SAN DIEGO

1st Centennial Bancorp is the parent company of 1st Centennial Bank, headquartered
in Redlands, California. Founded in 1990, 1st Centennial Bank {formerly Redlands
Centennial Bank} is a full-service state-chartered commercial bank specializing in the
delivery of financial services to the local business communities it serves.

Through its six California Regional Offices located in Redlands, Brea, Escondido, Palm
Desert, Irwindale, and Temecula, 1st Centennial Bank offers a complete range of
traditional deposit and loan products. While the Bank's primary focus is on commercial
lending and residential construction in and around the areas it serves, it makes available
a wide range of loan and deposit banking products and services to local consumers

as well. The Bank offers real estate and construction loans through its Real Estate/
Construction Division located in Redlands, and owner-occupied and investor-owned
real estate financing products, including Small Business Administration loans, through
its Commercial Lending Group located in Brea. In 2003, 1st Centennial Bank further
expanded its lending capabilities with the formation of the Religious Lending Division
that takes advantage of secured real estate lending opportunities nationwide. The
Bank's Homeowners Association Division in Escondido provides ACH origination and
Remittance Processing Services as well as lending capabilities to Homeowners
Association Management Companies. In addition, the Bank offers non-traditional
financial products, including security sales, insurance products, and financial planning.

1st Centennial Bank offers a wide range of financial products and services that are
effectively delivered via a variety of support systems, including a traditional branch net-
work, courier service, Internet technologies, and telephone banking. The goal of the
Company is to provide its customers with state-of-the-art financial products and services,
while also providing superior financial performance to the benefit of its shareholders.
These objectives will be accomplished with dedicated banking professionals who are
passionate about service quality and who deliver the very best financial products and
services the market has to offer, and responsible management with a firm commitment
to integrity, community involvement, and the rigorous use of conservative and fiscally
sound business principles.

S-Star Rating. 1st Centennial Bank has earned a 5-Star rating from Bauer Financial,

based on 2006 financial results. S5-star is the top rating from Bauer Financial, which
analyzes and reports on the financial condition of the nation's banks and credit unions.
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CONSOLIDATED STATEMENTS OF CONDITION
December 31, 2006 and 2005
(Dollars in Thousands, Except Per Share Data)

2006 2005
ASSETS
Cash and due from banks $ 18,385 $ 16,862
Federal funds sold 2,900 21,505
Total cash and cash equivalents 21,285 38,367
Interest-bearing deposits in financial institutions 2,922 2,334
Investment securities, available-for-sale 72,649 12,208
Stock investments, restricted, at cost 1,681 1,620
Loans, net of allowance for loan losses of $5,741 and $5,376 426,200 381,153
Accrued interest receivable 3,46% 2,425
Premises and equipment, net 3,152 3,652
Goodwill 4,180 4,180
Cash surrender value of life insurance 11,639 6,735
Other assets 3,950 3,518
Total assets $ 551,127 $ 456,192
LIABILITIES
Deposits:
Noninterest-bearing demand deposits $ 111,154 $ 106,121
Interest-bearing deposits 345,309 295,154
Total deposits 456,463 401,275
Accrued interest payable 432 170
Repurchase agreement 30,000 -
Other liabilities 3,729 3,020
Subordinated notes payable to subsidiary trusts 18,306 18,306
Total liabilities 508,930 422,771
COMMITMENTS AND CONTINGENCIES {Notes 12 and 14)
SHAREHOLDERS' EQUITY
Common stock, no par value; authorized 10,000,000 shares,
issued and outstanding 3,212,215 and 2,100,075 shares
at December 31, 2006 and 2005, respectively 27,998 26,803
Retained earnings 14,038 6,617
Accumulated other comprehensive income 161 1
Total shareholders’ equity 42,197 33,421
Total liabilities and shareholders’ equity $ 551,127 $ 456,192
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CONSOLIDATED STATEMENTS OF EARNINGS
Years Ended December 31, 2006, 2005 and 2004

{Dollars in Thousands, Except Per Share Data)

2006 2005 2004
Interest income:
Interest and fees on loans $ 38,065 32,097 $ 22,442
Deposits in financial institutions 125 134 200
Federal funds sold 1,010 350 66
Investments:
Taxable 1,148 450 B41
Tax-exempt 395 165 169
Total interest income 40,743 33,196 23,718
Interest expense:
Interest bearing demand and savings depaosits 5,768 2,472 1,085
Time deposits $100,000 or greater 3,217 1,852 788
Other time deposits 1,450 1,089 634
Interest on borrowed funds 1,989 1,643 828
Total interest expense 12,424 7,056 3,335
Net interest income 28,319 26,140 20,383
Provision for loan losses 1,320 2,140 2,098
Net interest income after provision
for loan losses 26,999 24,000 18,285
Noninterest income:
Customer service fees 1,344 1,376 1,221
Gains from salte of loans 373 1,394 295
Conduit loan sale income 684 972 398
Other income 623 714 694
Total noninterest incoma 3,024 4,456 2,608
Noninterest expense:
Salaries and employee benefits 9,697 11,445 2,913
Net occupancy expense 2,216 2,051 1,462
Other operating expenses 5,847 6,617 4,705
Total noninterest expense 17,760 20,113 16,080
Income before provision for income taxes 12,263 8,343 4,813
Provision for income taxes 4,836 3,260 1,793
Net income $ 7,427 5,083 $ 3,020
Basic earnings per share' $ 2.33 1.62 $ 0.98
Diluted earnings per share' $ 212 1.51 $ 0.91

'As adjusted for the 50% stack distribution declared to shareholders of recard on March 3, 2006, and distributed April 3, 2006.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS EQUITY

Years Ended December 31, 2006, 2005 and 2004

{Dollars in Thousands, Except Per Share Data)

BALANCE, DECEMBER 31, 2003
Comprehensive income:
Net income
Change in net unrealized gain on investment
securities available-for-sale, after tax effects

Total comprehensive income

Stock dividend

Cash paid in lieu of fractional shares
Compensation expense on incentive stock options
Issuance of restricted stock awards

Exercise of stock options, including tax benefit

BALANCE, DECEMBER 31, 2004
Comprehensive income:
Net income
Change in net unrealized gain on investment
securities available-for-sale, after tax effects

Total comprehensive income

Stock dividend

Cash paid in lieu of fractional shares
Compensation expense on incentive stock options
Vesting on issuance of restricted stock awards
Exercise of stock options, including tax benefit

BALANCE, DECEMBER 31, 2005
Comprehensive income:
Net income
Change in net unrealized gain on investment
securities available-for-sale, after tax effects

Total comprehensive income

Stock distribution

Cash paid in lieu of fractional shares
Compensation expense on incentive stock options
Retirement of unvested restricted stock awards
Vesting on issuance of restricted stock awards
Exercise of stock options, including tax benefit

BALANCE, DECEMBER 31, 2006

14 157 CENTENNIAL BANCORP

Accumulated

Other
Common Retained Comprehensive
Shares Stock Earnings Income Total

1,502,281 $ 20,456 $ 3,692 $ 252 $ 24,400
- - 3,020 - 3,020
- - - (165) (165)

2,855

378,664 - - - -
- - (6) - {6)

- 10 - - 10

9,000 41 - - 41
49,666 701 - - 701
1,939,611 21,208 6,706 87 28,001
- - 5,083 - 5,083
- - - (86) (86)

4997

135,815 5,161 (5,161) - -
- - {11) - (1)

- 8 - - 8

- 41 - - 41

24,649 385 - - 385
2,100,075 26,803 6,617 1 33,421
- - 7,427 - 7,427

- - - 160 160

7,587

1,062,656 - - - _
- - (6) - (6)

- 542 - - 542

(578) - - - -

- 36 - - 36

50,062 617 - - 617
3,212,215 $ 27,998 $ 14,038 $161  $ 42197
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Seated, left to right: Patrick J. Meyer, Chairman of the Board, Owner, Urban Environs, Bruce J. Bartells, Vice Chairman of the Board, Executive Vice
President, Dekker Ltd.

Back row, left to right: Stardey C. Weisser, Retired, former CEOQ and pharmacist, Network Pharmaceuticals, Larry Jacinto, President L.J. Construction, Inc.
James R. Appleton, PhD., Chancellor, University of Redlands, Carole H. Beswick, Entrepreneuer, Former Partner, Paper Partners, Inc., Wifliam A. McCalmon,
Prasident and Cwner, RPM Financial and Insurance Services, Thamas E. Vessey, President & Chief Executive Officer, 1st Centennial Bank, Douglas F. Wefebir,
Attorney at Law, Welebir and McCune Law Corp., Ronald J. Jeflrey, Vice President, Tr-City Acoustics, Inc.
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Left to nght:

Suzanne A. Dondanville
Executive Vice President & Chief Operating Officer

) Jokn Lang
Ve . 3 Exceutive Vice President & Chief Credit Officer

Thomas E. Vessey
v President & Chief Executive Officer

Beth Sanders
Executive Vice President & Chief Financial Officer
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ADMINISTRATIVE OFFICES

218 East State Street
Redlands, CA 92373

(909) 798-3611 (888} 673-3236
(909) 798-1872 fax

www, 1stcent.com
Email: 1stcent@1stcent.com

administered through

Wealth Managers Croup

(909) 307-8220 (800) 478-8934

MAY LOSE VALUE, NOT A DEPOSIT,

& Associates, Inc.

Email: invest@kwbwealthmanagers.com

1st Centennial Bank Investment Program

1782 Orange Tree Lane, Redlands, CA 92374

NOT FDIC INSURED, NO BANK GUARANTEE,
NOT INSURED BY ANY FEDERAL AGENCY
Securities are offered through Linsco/Private

Ledger, Member NASD/SIPC. 1st Centennial
Bank is not affiliated with Linsco/Private Ledger

BRANCHES

DIVISIONS

REDLANDS

218 East State Street
Redlands, CA 92373

(909) 798-3611 (888) 673-3236

BREA

10 Pointe Drive, Suite 130
Brea, CA 92821

(714) 990-8862

ESCONDIDO

355 West Grand Avenue
Escondido, CA 92025

(760) 745-9370 (800} 745-9190

PALM DESERT

78-000 Fred Waring Drive, Suite 100
Palm Desert, CA 92211

(760) 674-9260

IRWINDALE

15622 Arrow Highway
Irwindale, CA 91706
(626} 8150875

TEMECULA

27645 Jefferson Avenue, Suite 116
Temecula, CA 92590

(951) 695-4914

BUSINESS SERVICES DIVISION
10 Painte Drive, Suite 130
Brea, CA 92821

{714) 482-2457

HOMECWNERS ASSOCIATION
DIVISION

355 West Grand Avenue
Escondido, CA 92025

{760) 745-9370 (800) 745-9190

REAL ESTATE /CONSTRUCTION
DIVISION

101 East Redlands Avenue, Suite 104
Redlands CA 92373

(909) 798-4861 (800) 430-7554

RELIGIQUS LENDING DIVISION
10 Pointe Drive, Suite 100

Brea, CA 92821

(866) 593-AMEN (2636)

SBA/COMMERCIAL LENDING GROUP
10 Pointe Drive, Suite 100

Brea CA 92821

(714) 6720047 (888) 722-4011

SHAREHOLDER INFORMATION

As reported by finance. yahoo.com under the symbol FCEN

CALENDAR QUARTER ENDED HIGH

March 31, 2005 $25.33
June 30, 2005 $24.50
September 30, 2005 $24.67
December 31, 2005 $23.13
March 31, 2006 $26.67
June 30, 2006 $26.67
September 30, 2006 $35.00
December 31, 2006 $33.75
March 31, 2007 $45.00

15T CENTENMIAL BANCORP

LOW

$22.46
$22.67
$22.67
$21.33
$21.47
$27.40
$32.25
$32.25
$33.75

MARKET SUPPORT BROKERS
Western Financial Corporation
400 “B" Street, Suite 2204

San Diego, CA 92101

(619) 544-0260 (800) 488-5990

OTHER MARKET SUPPORT
BROKERS

Wedbush Morgan Securities
Hoefer & Arnett

Hill Tempson Co.

Menroe Securities

Nite Securities

Ryan Beck

Pershing Securities

UBS Financial Services

TRANSFER AGENT

U. S. Stock Transfer Corporation
1745 Gardena Avenue, 2nd fioor
Glendale, CA 91204

CERTIFIED PUBLIC ACCOUNTANTS
Hutchinson & Bloodgood, LLP

101 North Brand Blvd. Suite 1600
Glendale, CA 91203

LEGAL COUNSEL

KING, HOLMES, PATERNC & BERLINER
A Professional Corporation

Attorneys at Law

1900 Avenue of the Stars

Los Angeles, CA 90067

Stock symbal: FCEN (OTC BB)
For stack purchase, call
Richard S. Levenson, SV. P
Western Financial Corporation
(800) 488-5970

Any person may obtain a copy of
1st Centennial Bancorp's filing of form 10-K
for the 2006 fiscal year. Requests for copies
of the 10-K should be directed to:

Beth Sanders, Executive Vice President
Chief Financial Officer

15t Centennial Bancorp

218 East State Street

Redlands, CA 92373

{909) 798-3611
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{continued from other side)

THE BOARD OF DIRECTORS RECOMMENDS A VOTE OF “AUTHORITY GIVEN” FOR PROPOSAL 1. THE PROXY SHALL
BE VOTED IN ACCORDANCE WITH THE INSTRUCTIONS GIVEN. IF NO INSTRUCTIONS ARE GIVEN, THE PROXY
CONFERS AUTHORITY TO AND SHALL BE VOTED "AUTHORITY GIVEN"” FOR PROPOSAL 1.

1. Election of Directors. Authority to elect the following ten (10) persons to serve as directors until the next Annual Meeting of
Shareholders and until their successors are elected and have qualified: James R. Appleton, Bruce J. Bartells, Carole H. Beswick,
Larry Jacinto, Ronald J. Jeffrey, Wiliam A. McCalmon, Patrick J. Meyer, Thomas E. Vessey, Stanley C. Weisser and Douglas F. Welebir.

AUTHORITY GIVEN
To vole for all nominees
(except as indicated to the
contrary below),

AUTHORITY WITHHELD
To vote for all nominges.

{INSTRUCTIONS: TO WITHHOLD AUTHORITY TO VOTE FOR ANY INDIVIDUAL NOMINEE(S), PLEASE STRIKE THE
INDIVIDUAL'S NAME(S) FRCM THE LIST ABOVE.)

2. To transact such other business as may properly come before the Meeting and at any adjournment or adjournments thereof.
Management at present knows of no other business to be presented by or on behalf of 1st Centennial or its Board of Directors

at the Meeting.

IF ANY OTHER BUSINESS IS PRESENTED AT THE MEETING, THIS PROXY SHALL BE VOTED IN ACCORDANCE WITH
THE RECOMMENDATIONS OF THE BOARD OF DIRECTORS.

PLEASE SIGN AND DATE BELOW.

Dated:

(Signature of Sharehclder)

(Signature of Shareholder)

(Please date this Proxy and sign your name as it appears
on your stock certificates. Executors, administrators,
trustees, etc., should give their full tittes. All joint owners
should sign.)

1 (We) do {_] do not (L] expect to attend the Meeting.

Number of persons:
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REVOCABLE PROXY
1 CENTENNIAL BANCORP

ANNUAL MEETING OF SHAREHOLDERS - May 15, 2007

The undersigned shareholder(s) of 1* Centennial Bancorp (“1* Centennial”) hereby nom-
inates, constitutes and appoints Carole H. Beswick, Larry Jacinto and Stanley C. Weisser and
each of them, the attorney, agent and proxy of the undersigned, with full power of substitution, to
vote all stock of 1 Centennial which the undersigned is entitled to vote at the Annual Meeting of
Shareholders of 1* Centennial to be held at the Redlands Country Club, 1749 Garden Street,
Redlands, California, on Tuesday, May 15, 2007 at 6:00 p.m., and at any adjournment or
adjournments thereof, as fully and with the same force and effect as the undersigned might or
could do if personally present thereat, as follows:

THIS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF DIRECTORS
AND MAY BE REVOKED PRIOR TO ITS EXERCISE.

PLEASE SIGN AND DATE ON REVERSE SIDE.
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